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PART L.

ITEM 1. BUSINESS.
(Dollars in thousands)

(a) General Development

The company was incorporated under the laws of the State of Ohio in August, 1876, succeeding a proprietorship established in 1859 and is
engaged primarily in the sale, manufacture, installation and service of automated self-service transaction systems, electronic and physical
security products, software and integrated systems. On September 30, 2002, the company finalized the asset sale of 1,200 cash dispensers that
it owned and operated to Cardtronics. The agreement included the sale of hardware and related replacement contracts. The sale resulted in a
gain of $1,023, net of tax or approximately $0.01 per share.

On July 15, 2002, the company announced the acquisition of Sersi Italia, a company specializing in multivendor customer service and
closed-circuit television monitoring of automated teller machines (ATMs) for banks and post offices throughout Italy. The purchase price was
$2,000 and was paid in cash in July 2002. The results of the acquisition, which were included in the 2002 year-end Consolidated Financial
Statements, were not material.

On January 22, 2002, the company announced the acquisition of Global Election Systems, Inc. (GES), now known as Diebold Election
Systems, Inc. (DESI), a manufacturer and supplier of electronic voting terminals and solutions. GES was acquired in a combination of cash and
stock for a total purchase price of $24,667. A cash payment of $4,845 was made in January 2002 with the remaining purchase price being paid
with company stock valued at $19,822. Diebold Election Systems, Inc. reported revenue of $111,004 for the year ended December 31, 2002.
The acquisition was accretive to earnings per share and operating profit.

(b) Financial Information about Operating Segments

The company has defined its operating segments into its three main sales channels: Diebold North America (DNA), Diebold International
(DI) and a group of smaller sales channels which are combined in a category called Voting and Other. The DNA segment sells financial and
retail systems, and also services financial, retail and medical systems in the United States and Canada. The DI segment sells and services
financial and retail systems over the remainder of the globe. The segment called Voting and Other includes the operating results of DESI
beginning in 2002, as well as corporate administrative costs. Also included in this segment are the results of the MedSelect business, which was
sold in July 2001 as a part of the company’s realignment plan. A reconciliation of segment customer revenues to Consolidated Net Sales and of
segment operating contribution to Consolidated Operating Profit is contained in Note 16 to the Consolidated Financial Statements.

(c) Description of Business

The company develops, manufactures, sells and services self-service transaction systems, electronic and physical security systems, various
products used to equip bank facilities, software and integrated systems for global financial and commercial markets and electronic voting
terminals and solutions to the government. Sales of systems and equipment are made directly to customers by the company’s sales personnel
and by manufacturer’s representatives and distributors. The sales/support organization works closely with customers and their consultants to
analyze and fulfill the customers’ needs. Products are sold under contract for future delivery at agreed upon prices. In 2002, 2001 and 2000 the
company’s sales and services of financial systems and equipment, and security solutions accounted for more than 90 percent of consolidated
net sales.

The principal raw materials used by the company are steel, copper, brass, lumber and plastics which are purchased from various major
suppliers. Electronic parts and components are also procured from various suppliers. These materials and components are generally available in
quantity at this time.

The company had no customers in 2002, 2001 and 2000 that accounted for more than 10 percent of total net sales.

The company’s operating results and the amount and timing of revenue are affected by numerous factors including production schedules,
customer priorities, sales volume, and sales mix. During the past several years, the company has dramatically changed the focus of its self-
service business to that of a total solutions approach. The value of unfilled orders is not as meaningful an indicator of future revenues due to the
significant portion of revenues derived from the company’s growing service-based business, for which order information is not available.
Therefore, the company believes that backlog information is not material to an understanding of its business and does not disclose backlog
information.



ITEM 1. BUSINESS. — (continued)

All phases of the company’s business are highly competitive; some products being in competition directly with similar products and others
competing with alternative products having similar uses or producing similar results. The company believes, based upon outside independent
industry surveys, that it is a leading manufacturer of self-service systems in the United States and is also a market leader internationally. In the
area of automated transaction systems, the company competes primarily with NCR Corporation, Triton, Wincor-Nixdorf, Dassault, Fujitsu,
Itautec and Tidel. In serving the security products market for the financial services industry, the company competes primarily with ADT. Of
these, some compete in only one or two product lines, while others sell a broader spectrum of products competing with the company. However,
the unavailability of comparative sales information and the large variety of individual products make it difficult to give reasonable estimates of
the company’s competitive ranking in or share of the market in its security product fields of activity. Many smaller manufacturers of safes,
surveillance cameras, alarm systems and remote drive-up equipment are found in the market.

The company owns both United States and international patents, trademarks and licenses relating to certain of its products. While the
company regards these as items of importance, it does not deem its business as a whole, or any industry segment, to be materially dependent
upon any one item or group of items.

The company charged to expense $63,887 in 2002, $64,245 in 2001, and $60,677 in 2000, respectively, for research, development and
engineering costs.

Compliance by the company with federal, state and local environmental protection laws during 2002 had no material effect upon capital
expenditures, earnings or the competitive position of the company and its subsidiaries.

The total number of employees employed by the company at December 31, 2002 was 13,072 compared with 12,674 at the end of the
preceding year.

Our annual report on Form 10-K, quarterly reports on Form 10-Q, current reports on Form 8-K and all amendments to those reports are
available, free of charge, on or through our website, www.diebold.com, as soon as practicable after such material is electronically filed with or
furnished to the Securities and Exchange Commission. Additionally, these reports can be furnished free of charge to shareholders upon written
request to Diebold Global Communication at the corporate address, or call +1 330 490-3790 or [800] 766-5859.

(d) Financial Information about International and U.S. Operations and Export Sales

Sales to customers outside the United States as a percent of total consolidated net sales was $719,231 or 37.1 percent in 2002, $761,352 or
43.3 percent in 2001, and $750,970 or 43.1 percent in 2000.

Long-lived assets located in the United States totaled $358,277, $317,832 and $309,030 as of December 31, 2002, 2001 and 2000,
respectively, and long-lived assets located outside the United States totaled $103,856, $95,221 and $54,463 as of December 31, 2002, 2001 and
2000, respectively.

The company’s non-U.S. operations are subject to normal international business risks not generally applicable to domestic business. These
risks include currency fluctuation, new and different legal and regulatory requirements in local jurisdictions, political and economic changes
and disruptions, tariffs or other barriers, potentially adverse tax consequences and difficulties in staffing and managing foreign operations.

ITEM 2. PROPERTIES.

The company’s corporate offices are located in North Canton, Ohio. It owns manufacturing facilities in Canton and Newark, Ohio;
Lynchburg and Danville, Virginia; Lexington, North Carolina; and Sumter, South Carolina, and leases a manufacturing facility in Rancho
Dominguez, California. The company also has manufacturing facilities in Argentina, Belgium, Brazil, China, France and India. The company
has selling, service and administrative offices in the following locations: throughout the United States, and in Argentina, Australia, Austria,
Belgium, Brazil, China, Colombia, France, Germany, Hong Kong, Hungary, Indonesia, Italy, Paraguay, Portugal, Poland, Romania, Russia,
Singapore, South Africa, Spain, Taiwan, Thailand, Turkey, the United Arab Emirates, the United Kingdom, and Uruguay. The company leases
a majority of the selling, service and administrative offices under operating lease agreements. The company owns an office facility in
Hamilton, Ohio. The company considers that its properties are generally in good condition, are well maintained, and are generally suitable and
adequate to carry on the company’s business.



ITEM 3. LEGAL PROCEEDINGS.
(Dollars in thousands)

At December 31, 2002, the company was a party to several lawsuits that were incurred in the normal course of business, none of which
individually or in the aggregate is considered material by management in relation to the company’s financial position or results of operations.
In management’s opinion, the financial statements would not be materially affected by the outcome of any present legal proceedings,
commitments, or asserted claims.

During 2002, the company accepted an offer by the IRS to settle its previously disclosed dispute on a claim concerning the deductibility of
interest on COLI from 1990 to 1998. This resulted in an after-tax charge of $26,494, reducing earnings per share by $0.37. As of December 31,
2002, the company paid approximately $34,000 related to this claim and expects a refund of approximately $6,000. Of the $26,494, net of tax
charge, $14,972 ($10,454, net of tax) was charged to interest expense and $16,040 was charged to taxes on income.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS.
No matters were submitted to a vote of security holders during the fourth quarter of 2002.
ITEM 4A. EXECUTIVE OFFICERS OF THE REGISTRANT.

Refer to pages 6 through 8.



EXECUTIVE OFFICERS OF THE REGISTRANT

Year Elected
Name Age Title Present Office

Other Positions
Held Last
Five Years

Walden W. O’Dell 57 Chairman of the Board, President 2000
and Chief Executive Officer

Wesley B. Vance 45 Chief Operating Officer 2001

Gregory T. Geswein 48 Senior Vice President and Chief 2000
Financial Officer

1999-2000

President and Chief Executive
Officer and Director

1999

Group Vice President, Tool Group
and President of Ridge Tool
Division — Emerson

1991-1999

President — Liebert Corporation, a
subsidiary of Emerson

2000 -2001

President, North America
1999-2000

Senior Vice President, ArvinMeritor
and President — Worldwide
Exhaust Group, ArvinMeritor
1997-1999

Managing Director — Arvin
Exhaust, Europe and Asia, Arvin
Industries, Inc.

1995-1997

Vice President, Business
Development and General Manager
— Arvin Ride Control Emerging
Markets, Arvin Industries, Inc.

1999-2000

Senior Vice President and Chief
Financial Officer - Pioneer-Standard
Electronics, Incorporated
1985-1999

Vice President and Corporate
Controller — Mead Corporation



EXECUTIVE OFFICERS OF THE REGISTRANT — (continued)

Other Positions
Year Elected Held Last
Name Age Title Present Office Five Years

Michael J. Hillock 51 President, International 2001 1999-2001
Senior Vice President, ISS
1997-1999
Group Vice President, ISS
1993-1997
Vice President and General
Manager, Sales and Service,
Europe, Middle East and

Africa
David Bucci 51 Senior Vice President, 2001 1999-2001
Customer Solutions Senior Vice President,
North America
1997-1999

Group Vice President, NASS

Thomas W. Swidarski 43  Vice President, Strategic 2001 1999-2001

Development & Global Vice President-Global

Marketing Marketing
1998-1999
Senior Director-World
Wide Marketing
1996-1998
Director-Industry Marketing

James L.M. Chen 42  Vice President and Managing 1998 1996-98
Director, Asia-Pacific Philips Electronics China
B.V. General Manager,
Business Electronics

Warren W. Dettinger 49 Vice President, General 1989 —
Counsel and Assistant
Secretary
Donald E. Eagon, Jr. 60 Vice President, Global 1999 1990-1999
Communication and Investor Vice President
Relations Corporate Communications
Charee Francis-Vogelsang 56 Vice President and Secretary 1983 —
Larry D. Ingram 56 Vice President, 2001 1993-2001
Global Procurement Vice President, Procurement

and Services



EXECUTIVE OFFICERS OF THE REGISTRANT — (concluded)

Name

Kevin J. Krakora

Dennis M. Moriarty

Anthony J. Rusciano

Charles B. Scheurer

Ernesto R. Unanue

Robert J. Warren

Age

47

50

62

61

61

56

Other Positions
Year Elected Held Last
Title Present Office Five Years
Vice President and Controller 2002 1999-2000
Chief Financial Officer- Teltek, Inc.
1997-1998
Vice President and Controller-
Alumax, Inc.
Vice President, 2001 1999-2001
Customer Business Vice President
Solutions North America
1996-1999
Division Vice President,
NASS, Eastern
Division
Vice President, 2001 1999-2001
National Accounts Vice President,
North America
1993-1999
Division Vice President,
NASS, Major Accounts
Division
Vice President, 1991 —
Corporate Human Resources
Vice President and Managing 1997 1984-97
Director, Latin America Vice President of Sales, Caribbean
and South American Division
Vice President and Treasurer 1990 —

There is no family relationship, either by blood, marriage or adoption, between any of the executive officers of the Registrant.



PART II.

ITEM 5. MARKET FOR THE REGISTRANT’S COMMON EQUITY AND RELATED STOCKHOLDER MATTERS.

The common shares of the company are listed on the New York Stock Exchange with a symbol of DBD. The price ranges of common
shares for the company are as follows:

2002 2001 2000

High Low High Low High Low

1st Quarter $43.55 $35.49 $36.37 $25.75 $28.50 $21.50
2nd Quarter 41.90 35.20 33.20 2591 32.87 25.37
3rd Quarter 37.99 30.30 40.50 29.00 31.94 24.00
4th Quarter 41.85 30.98 41.50 34.52 34.75 22.94
Full Year $43.55 $30.30 $41.50 $25.75 $34.75 $21.50
| | | | | |

There were 72,309 sharecholders at December 31, 2002, which includes an estimated number of shareholders who have shares held for their
accounts by banks, brokers, trustees for benefit plans and the agent for the dividend reinvestment plan.

On the basis of amounts paid and declared, the annualized quarterly dividends per share were $0.66, $0.64, and $0.62 in 2002, 2001 and
2000, respectively.

Equity Compensation Plan Information

Number of securities to be Weighted-average exercise price Number of securities remaining
issued upon exercise of of outstanding options, warrants available for future issuance
outstanding options, warrants and rights under equity compensation
and rights plans (excluding securities
reflected in column (a))
Plan category (a) (b) (c)

Equity compensation plans approved by security

holders 3,435,731 $32.80 3,667,715
Equity compensation plans not approved by
security holders

Total 3,435,731 $32.80 3,667,715

ITEM 6. SELECTED FINANCIAL DATA.
(Dollars in thousands, except per share amounts)

2002 2001 2000 1999 1998
Net sales $1,940,163 $1,760,297 $1,743,608 $1,259,177 $1,185,707
Net income 99,154 66,893 136,919 128,856 76,148
Basic earnings per share 1.38 0.94 1.92 1.86 1.10
Diluted earnings per share 1.37 0.93 1.92 1.85 1.10
Total assets 1,625,081 1,621,083 1,585,427 1,298,831 1,004,188
Other long-term liabilities (Note A) 33,664 20,800 20,800 20,800 20,800
Cash dividends paid per common share 0.66 0.64 0.62 0.60 0.56

Note A — Included in other long-term liabilities are bonds payable. In addition to bonds payable, 2002 other long-term liabilities include a

financing agreement to purchase an Oracle global information technology platform.



ITEM 7. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS
(Dollars in thousands)

Management’s Analysis of Results of Operations

The table below presents the changes in comparative financial data from 2000 to 2002. Comments on significant year-to-year fluctuations
follow the table.

2002 2001 2000
Percentage Percentage Percentage Percentage Percentage
of Net Increase of Net Increase of Net
(Dollars in thousands) Amount Sales (Decrease) Amount Sales (Decrease) Amount Sales
Net sales
Products $ 993,031 51.2 7.7 $ 922,346 52.4 4.7 $ 967,706 55.5
Services 947,132 48.8 13.0 837,951 47.6 8.0 775,902 44.5
1,940,163 100.0 10.2 1,760,297 100.0 1.0 1,743,608 100.0
Cost of sales
Products 664,523 66.9 12.5 590,740 64.0 2.9) 608,363 62.9
Special charges — — — 31,404 — — — —
Services 681,002 71.9 12.1 607,326 72.5 7.6 564,205 72.7
1,345,525 69.4 9.4 1,229,470 69.8 4.9 1,172,568 67.2
Gross profit 594,638 30.6 12.0 530,827 30.2 (7.0) 571,040 32.8
Selling and administrative expense 289,582 14.9 1.5 285,404 16.2 1.4 281,408 16.1
Research, development and
engineering expense 63,887 33 0.6) 64,245 3.6 5.9 60,677 35
Realignment charges — — — 42,269 24 — — —
353,469 18.2 9.8) 391,918 22.3 14.6 342,085 19.6
Operating profit 241,169 12.4 73.6 138,909 7.9 (39.3) 228,955 13.1
Other income (expense) net (16,964) ©0.9) (50.4) (34,173) (1.9) 58.5 (21,558) 1.2)
Minority interest (5,654) 0.3) 15.5 (4,897) 0.3) 61.1 (3,040) ©0.2)
Income before taxes 218,551 11.3 118.9 99,839 5.7 (51.1) 204,357 11.7
Taxes on income 86,250 4.4 161.8 32,946 1.9 (51.1) 67,438 3.9
Income before cumulative effect of a
change in accounting principle 132,301 6.8 97.8 66,893 3.8 (51.1) 136,919 7.9
Cumulative effect of a change in
accounting principle, net of tax 33,147 1.7 — — — — — —
Net income $ 99,154 5.1 48.2 $ 66,893 3.8 (51.1) $ 136,919 7.9
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NET SALES

Total Revenue by Product and Service Solutions

2002 2001 2000
Financial self-service:
Products $ 685921 $ 757.827 $ 688,876
Services 706,964 647,622 591,944
Total financial self-service 1,392,885 1,405,449 1,280,820
Security:
Products 202,385 150,694 146,766
Services 233,889 183,295 169,871
Total security 436,274 333,989 316,637
Total financial self-service & security 1,829,159 1,739,438 1,597,457
Voting solutions 111,004 2,131 106,535
Total excluding MedSelect & InnoVentry 1,940,163 1,741,569 1,703,992
MedSelect and InnoVentry — 18,728 39,616
Total Revenue $1,940,163 $1,760,297 $1,743,608
| | |

Net sales for 2002 totaled $1,940,163 and were $179,866 or 10.2 percent higher than net sales for 2001 and $196,555 or 11.3 percent higher
than net sales for 2000. The increase in net sales over 2001 resulted primarily from growth in the U.S. voting business resulting from the 2002
Global Election Systems, Inc., now known as Diebold Election Systems, Inc. (DESI), acquisition. The remaining increase was due to growth in
the security business, which was partially offset by a negative foreign currency exchange impact primarily from the devaluation of the
Brazilian real and 2001 non-recurring revenue related to the InnoVentry and MedSelect businesses. InnoVentry was engaged in the
development and deployment of self-service check cashing technology. MedSelect, a wholly owned subsidiary, was a supplier of inventory
control solutions to the medical industry.

Total financial self-service revenue decreased by $12,564 or 0.9 percent from 2001 and was $112,065 or 8.7 percent higher than 2000. Total
security revenue in the current year increased by $102,285 or 30.6 percent versus the prior year and $119,637 or 37.8 percent versus 2000
primarily due to strategic growth in the financial market.

Geographic Revenue Summary

2002 2001 2000
The Americas:
Financial self-service solutions $ 973,370 $ 985,279 $ 945,058
Security solutions 433,000 331,557 316,001
Voting solutions 111,004 2,131 106,535
MedSelect and InnoVentry — 18,728 39,616
1,517,374 1,337,695 1,407,210
Asia-Pacific:
Financial self-service solutions 137,897 108,407 94,112
Security solutions 2,959 2,273 2,554
140,856 110,680 96,666
Europe, Middle East and Africa:
Financial self-service solutions 281,618 311,763 239,458
Security solutions 315 159 274
281,933 311,922 239,732
Total Revenue $1,940,163 $1,760,297 $1,743,608
| | |
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Revenue for the Americas in 2002 increased by $179,679 or 13.4 percent and $110,164 or 7.8 percent compared to 2001 and 2000,
respectively. The majority of the increase pertains to growth in the U.S. voting business resulting from the 2002 DESI acquisition and
increased market share in the security segment. In 2002, revenue for Asia-Pacific increased by $30,176 or 27.3 percent and $44,190 or
45.7 percent compared to 2001 and 2000, respectively, primarily due to increased overall growth in the region as well as increased market
share. Revenue for Europe, Middle East and Africa (EMEA) decreased by $29,989 or 9.6 percent compared to 2001 and increased $42,201 or
17.6 percent compared to 2000. Included in 2001 revenue for EMEA was non-recurring euro conversion revenue of $20,325. The overall
decrease in EMEA revenue year over year is primarily due to a challenging economic environment and increased competitive pressures.

OPERATING SEGMENT REVENUE AND OPERATING PROFIT

DNA DI Voting & Other* Total

2002 Information by Segment

Customer revenues $1,124,681  $704,277 $111,205 $1,940,163
Operating profit (loss) 192,519 65,911 (17,261) 241,169
2001 Information by Segment

Customer revenues $1,008,500  $740,669 $ 11,128 $1,760,297
Realignment, special and other charges — — 89,893 89,893
Operating profit (loss) 156,377 68,217 (85,685) 138,909
2000 Information by Segment

Customer revenues $1,000,748  $729,878 $ 12,982 $1,743,608

Operating profit (loss) 185,754 67,150 (23,949) 228,955

* Voting revenue for 2000 of $106,535 was related to the Brazilian operations and was included in the results for DI.

Diebold North America (DNA) revenue in 2002 increased $116,181 or 11.5 percent and $123,933 or 12.4 percent over 2001 and 2000,
respectively. The increase in revenue was due to increased service revenue from gains in market share. Diebold International (DI) revenue in
2002 decreased by $36,392 or 4.9 percent and $25,601 or 3.5 percent over 2001 and 2000, respectively. The decrease was primarily attributable
to non-recurring 2001 euro conversion revenue in EMEA as well as the devaluation of the Brazilian real year over year, partially offset by an
increase in strong Asia-Pacific revenue growth. Voting and Other revenue increased by $100,077 or 899.3 percent and $98,223 or

756.6 percent over 2001 and 2000, respectively. The increase was due to the growth in the U.S. voting business resulting from the 2002
acquisition of DESI. In addition to voting, the Voting and Other segment represents corporate administration costs during 2002. In 2001 and
2000, in addition to corporate administration, the Voting and Other segment represented several smaller sales channels such as MedSelect.

DNA operating profit in 2002 increased $36,142 or 23.1 percent and $6,765 or 3.6 percent over 2001 and 2000, respectively. The increase was
primarily due to efficiencies gained from various internal initiatives. DI operating profit in 2002 decreased $2,306 or 3.4 percent and $1,239 or
1.8 percent over 2001 and 2000, respectively. The decrease was primarily due to the devaluation of the Brazilian real and the negative impact
to EMEA from a weak economic environment and non-recurring euro conversion revenues in 2001.

The significant 2001 operating loss in the Voting and Other segment was due to special charges and realignment expense of $89,893.
Gross Profit

Gross profit for 2002 totaled $594,638 and was $63,811 or 12.0 percent higher than gross profit for 2001 and $23,598 or 4.1 percent higher
than gross profit for 2000. Prior year gross profit of $530,827 was negatively impacted by special charges of $31,404.

Current year product gross margin was 33.1 percent compared to 36.0 percent in the prior year. The decrease in total product gross margin was
due to a change in product mix, with higher security and voting sales in the current year, which carry lower gross margins. Service gross
margin in the current year increased to 28.1 percent compared to 27.5 percent in the prior year. This improvement in service gross margin was
realized on a global basis.

Operating Expenses

Total operating expenses were 18.2 percent, down from 22.3 percent and 19.6 percent in 2001 and 2000, respectively. Prior year operating
expense was negatively impacted by the effect of realignment, MedSelect and other charges of $58,490. The net decrease in operating expense
as a percentage of revenue was primarily due to efficiencies gained from various internal initiatives.

Other Income (Expense)

Investment income in 2002 increased $15,414 or 200.2 percent over 2001 and decreased $10,527 or 57.7 percent over 2000. Prior year
investment expense included the effect of the InnoVentry write-off of $20,000. Year over year, investment income has been negatively affected
by lower interest rates and a lower investment portfolio.
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Interest expense in 2002 increased $14,011 or 110.6 percent and $8,998 or 50.9 percent over 2001 and 2000, respectively. The increase over
2001 was primarily the result of a $14,972 interest expense charge, which resulted from the settlement in 2002 of the dispute with the IRS
regarding the deductibility of interest on debt related to the company-owned life insurance (COLI). See Note 14 for further details of the COLI
settlement. The decrease in interest rates during 2002 and 2001 favorably affected interest expense year over year.

Miscellaneous, net changed by $15,806 or 114.5 percent and $24,119 or 109.0 percent over 2001 and 2000, respectively. The majority of the
change was due to goodwill amortization. Goodwill amortization expense was zero for 2002 as the company adopted Statement of Financial
Accounting Standards (SFAS) No. 142. Goodwill amortization expense was $15,354 and $15,978 in 2001 and 2000, respectively.

Net Income

Net income for 2002 was $99,154 and increased $32,261 or 48.2 percent over net income for 2001 and decreased $37,765 or 27.6 percent over
net income for 2000. Included in net income for 2002 was the impact of the goodwill write-off of $33,147, net of tax, which was recorded as a
cumulative effect of a change in accounting principle and the effect of the COLI settlement of $26,494, net of tax. Included in net income for
2001 was the impact of the corporate-wide realignment program including other charges of $73,628, net of tax.

The effective tax rate was 39.5 percent in 2002 as compared with 33.0 percent in 2001 and 2000. The increased tax rate in 2002 was a direct
result of the COLI settlement, which represented 7.5 percent of the 2002 effective tax rate. The details of the reconciliation between the U.S.
statutory rate and the company’s effective tax rate are included in Note 14 of the 2002 Consolidated Financial Statements.

ACQUISITIONS/DIVESTITURES

On September 30, 2002, the company finalized the asset sale of 1,200 cash dispensers that it owned and operated to Cardtronics. The
agreement included the sale of hardware and related replacement contracts. The sale resulted in a gain of $1,023, net of tax or approximately
$0.01 per share.

On July 15, 2002, the company announced the acquisition of Sersi Italia, a company specializing in multivendor customer service and closed-
circuit television monitoring of automated teller machines (ATMs) for banks and post offices throughout Italy. The purchase price was $2,000
and was paid in cash in July 2002. Goodwill and other intangibles acquired in the transaction amounted to $2,092. The results of the
acquisition, which were included in the 2002 year-end Consolidated Financial Statements, were not material.

On January 22, 2002, the company announced the acquisition of Global Election Systems, Inc. (GES), now known as Diebold Election
Systems, Inc. (DESI), a manufacturer and supplier of electronic voting terminals and solutions. GES was acquired with a combination of cash
and stock for a total purchase price of $24,667. A cash payment of $4,845 was made in January 2002 with the remaining purchase price being
paid with company stock valued at $19,822. Goodwill and other intangibles acquired in the transaction amounted to $41,029. DESI reported
revenue of $111,004 for the year ended December 31, 2002. The acquisition was accretive to earnings per share and operating profit.

On October 25, 2001, the company acquired select properties and operations of Mosler Inc. (Mosler) in the United States and Canada,
including the physical and electronic security assets, currency processing equipment, certain service and support activities, and related
properties. The acquisition was completed for approximately $33,382 including legal and professional fees. Goodwill acquired in the
transaction amounted to $14,351. The results of the acquisition, which were included in the 2001 year-end Consolidated Financial Statements,
were not material.

On April 17, 2000, the company announced the completion of its acquisition of the financial self-service assets and related development
activities of European-based Groupe Bull and Getronics NV. The businesses acquired include ATMs, cash dispensers, other self-service
terminals and related services primarily for the global banking industry. The acquisition was completed for approximately $147,600. Goodwill
that was acquired in the transaction amounted to $141,641 and was being amortized over a 20-year life. The reported revenue from the
acquisition was $148,785 for the period of April 17, 2000 through December 31, 2000.

All of the acquisitions mentioned above have been accounted for as purchase business combinations, which means the purchase prices have
been allocated to assets acquired and liabilities assumed, and they are based upon their respective fair values, and the excesses have been
allocated to goodwill. Effective January 1, 2002, the company no longer amortizes goodwill or other intangibles with indefinite lives due to the
adoption of SFAS No. 142, which requires such assets to be analyzed periodically for impairment.

REALIGNMENT, SPECIAL AND OTHER CHARGES

During 2001, the company recognized a pretax charge of $109,893 ($73,628 after tax or $1.03 per diluted share) for expenses related to a
corporate-wide realignment program, as well as other charges. Components of the charge were as follows: a special charge of $31,404 against
inventory related to discontinued products that resulted from a rebalancing of the company’s global manufacturing strategy; realignment
charges of $42,269 resulting from staff reductions, the closing of various facilities, the exiting of certain product lines, including the sale of
MedSelect and actions taken to further integrate the company’s European operations; $29,861 in losses incurred in the write-off of the
InnoVentry investment and related receivables; and $6,360 in other charges, which are included in selling and administrative expense.
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The following are explanations of the realignment, special and other charges described above:

During 2001, staff reductions resulted in 856 involuntary employee terminations and a voluntary early retirement program involving 153
participants. Severance and other employee costs charged to expense in 2001 in connection with the program amounted to $13,987 with an
additional $7,546 of expense being recognized for the enhanced early retirement benefits. As of December 31, 2002, 912 positions were
eliminated with the remaining staff reductions to take place during 2003.

The loss incurred in connection with the closing of facilities amounted to $5,346, while the costs associated with the exit of certain product
lines including the sale of MedSelect amounted to $10,354 in 2001. MedSelect, a wholly owned subsidiary, was a supplier of inventory control
solutions to the medical industry. The assets of the subsidiary were sold in July 2001 and ancillary product lines were sold in September 2001
to Medecorx, Inc.

During 2001, losses incurred due to the write-off of the InnoVentry investment amounted to $20,000, which is reflected in investment expense.
InnoVentry engaged in the development and deployment of self-service check cashing technology. Due to a depletion of its capital resources,
InnoVentry ceased operations in the third quarter of 2001. This prompted the company to write off its investment as well as certain receivables
amounting to $9,861, which were charged to selling and administrative expense. The remainder of the other charges totaling $6,360 were
principally related to costs associated with bad debt write-offs, loss contingencies and other miscellaneous charges and were included in selling
and administrative expense.

Approximately $82,769 of the $109,893 realignment, special and other charges incurred in 2001 were non-cash items. Realignment expense of
$697 and $5,450 remained accrued as of December 31, 2002 and 2001, respectively. The remainder of the accrual will be used early in 2003.

The following table shows the realignment charge and accrual and related activity:

Asset
Write-Down
Employee and Facility
Costs Closing Other Total
Beginning accrual at commencement of
plan $13,052 $ 12,072 $ 2,000 $ 27,124
2001 Activity (7,602) (12,072) (2,000) (21,674)
Balance, December 31, 2001 5,450 — — 5,450
2002 Activity (4,753) — — (4,753)
Balance, December 31, 2002 $ 697 — — $ 697
| | | |
Noncash Realignment & Special Charges
Charged to Expense
2001 Activity $ 8,481 $ 40,067 $34,221 $ 82,679
Total Realignment & Special Charges
2001 Activity $21,533 $ 52,139 $36,221 $109,893

MANAGEMENT’S ANALYSIS OF FINANCIAL CONDITION

The company’s financial position provides it with sufficient resources to meet projected future capital expenditures, dividend and working
capital requirements. However, if the need were to arise, the company’s strong financial position should ensure the availability of adequate
additional financial resources.

Cash and Cash Equivalents

Cash and cash equivalents increased by $81,678 or 110.7 percent due to an increase in net cash provided by operating activities, a reduction of
capital expenditure levels, a reduction in payments for acquisitions (net of cash acquired), and a reduction of purchases of investments.

Short-term Investments

Short-term investments decreased by $43,992 or 84.8 percent primarily due to certain municipal bonds maturing during 2002. The majority of
the proceeds were used to pay down notes payable.
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Trade Receivables
Trade receivables less allowances increased by $16,297 or 4.2 percent primarily due to trade accounts receivable associated with DESI.
Inventories

While inventory levels remained relatively consistent at $236,614 and $235,923 as of December 31, 2002 and 2001, respectively, inventory
turns improved to 5.7 in 2002 from 5.2 in 2001. Additionally, 2002 inventory levels included inventory related to DESI, which has longer lead
times than the financial self-service and security solutions markets.

Other Current Assets

Other current assets decreased by $41,206 or 36.9 percent over 2001. The decrease was primarily due to a decrease in the cash inventory
maintained for the 1,200 owner-operated retail ATM cash dispensers, which were sold to Cardtronics during 2002, and a decrease in short-term
finance receivables. Short-term finance receivables decreased due to the securitization of certain finance receivables that occurred during the
first quarter of 2002.

Property, Plant and Equipment

Total property, plant and equipment, net of accumulated depreciation, increased by $29,435 or 15.5 percent primarily due to the purchase of an
Oracle global information technology platform during 2002.

Goodwill

Goodwill decreased by $7,079 or 2.6 percent over 2001. The net change in goodwill was due to the following: $42,809 in goodwill resulting
from current year acquisitions; an impairment charge of $38,859 made in accordance with SFAS No. 142; and a net reduction in goodwill of
$11,029 from the impact of foreign currency translation. The impairment charge was related to the goodwill recorded in the company’s
businesses in Latin America.

Other Assets

Other assets decreased by $23,205 or 14.0 percent over 2001, primarily due to a decrease in retained interest in securitized lease receivables,
which is a direct result of a decline in the level of securitizations in the current year versus the prior year, and a decrease in long-term finance
receivables. Long-term finance receivables decreased due to the securitization of certain finance receivables that occurred during the first
quarter of 2002.

Notes Payable

Notes payable decreased by $3,444 or 1.5 percent from December 31, 2001. The company had outstanding bank credit lines of $105,081,
€106,200 (translation $111,297) and 17,500 Australian dollars (translation $9,881), with an additional $138,821 available under these
agreements. In addition to the committed lines of credit, $25,000 of an uncommitted line of credit remained available as of December 31, 2002.

Estimated Income Taxes

Estimated income taxes decreased by $21,660 or 66.5 percent primarily due to an increase in the estimated income taxes paid in 2002, which
was primarily driven by increased taxable income.

Other Current Liabilities

Other current liabilities decreased by $15,564 or 9.4 percent primarily due to the repayment of cash borrowed to fund the owner-operated retail
ATMs, which were partially offset by the reclassification of an Industrial Development Revenue Bond (IRB) from other long-term liabilities to
other current liabilities. The majority of the owner-operated retail ATMs were sold to Cardtronics on September 30, 2002. A manufacturing
plant was disposed of in 2002. As a result, the related IRB will become due on April 1, 2003, which required the reclassification from a long-
term liability to a short-term liability.

Other Long-term Liabilities

Other long-term liabilities increased by $12,864 or 61.8 percent primarily due to the financing agreement that was entered into during 2002
related to the purchase of an Oracle global information technology platform.

15



Minority Interests

Minority interests of $14,323 represented the minority interest in: Diebold Financial Equipment Company, Ltd (China) owned by the Aviation
Industries of China; Diebold OLTP Systems, C.A (Venezuela), owned by five individual investors; Diebold Colombia, owned by Richardson
and Company Ltd; and Diebold Services, S.A. (France), owned by Serse S.A. and Solymatic S.A. In December 2002, Diebold Services, S.A.
was dissolved. Certain assets and service contracts reverted to the company and were consolidated within its wholly owned subsidiary in
France.

Shareholders’ Equity

Shareholders’ equity was $940,823, an increase of $37,713 or 4.2 percent over December 31, 2001. Shareholders’ equity per share was $13.05
at the end of 2002, compared with $12.66 in 2001. Shareholders’ equity was negatively impacted by the increase in accumulated other
comprehensive loss of $41,967, which was primarily due to foreign currency translation adjustment losses arising principally from the
devaluation of the Brazilian real. Additional capital increased $27,605 or 26.7 percent primarily due to the issuance of stock with the
acquisition of DESI early in 2002. The common shares of the company are listed on the New York Stock Exchange with a symbol of DBD.
There were approximately 72,309 shareholders of record as of December 31, 2002.

The Board of Directors declared a first-quarter 2003 cash dividend of $0.17 per share on all common shares payable Friday, March 7, to
shareholders of record at the close of business on Friday, February 14. The cash dividend, which represents $0.68 per share on an annual basis,
is an increase of 3.0 percent over the cash dividend paid in 2002, which represents the 50th consecutive year that the company has increased its
cash dividend. Comparative quarterly cash dividends paid in 2002, 2001 and 2000 were $0.165, $0.160 and $0.155 per share, respectively.

MANAGEMENT’S ANALYSIS OF CASH FLOWS

During 2002, the company generated $163,501 in cash from operating activities, compared with $151,184 in 2001 and $146,195 in 2000. Net
cash provided by operating activities for the year was positively affected by the decrease in other current assets which was partially offset by
decreases in certain other assets and liabilities and accounts payable. The decrease in other current assets was primarily due to a decrease in the
cash inventory maintained for the 1,200 owner-operated retail ATM cash dispensers that were sold to Cardtronics during 2002. The change in
certain other assets and liabilities year over year was attributable to a decrease in estimated income taxes and the payout of the realignment
reserve.

Net cash used by investing activities decreased by $128,509 or 94.9 percent and net cash used by financing activities increased by $72,470 or
1,808.1 percent primarily due to a decrease in securitizations during 2002. As the level of securitization activity decreases, the pool of
securitized lease receivables decreases, which results in less proceeds and retained interest and a payment requirement on the 364-day facility
agreement.

The company returned $47,528 to shareholders in the form of cash dividends paid during 2002.
OTHER BUSINESS INFORMATION
COLI Charge

During 2002, the company accepted an offer by the IRS to settle its previously disclosed dispute on a claim concerning the deductibility of
interest on corporate-owned life insurance from 1990 to 1998. This resulted in an after-tax charge of $26,494, reducing earnings per share by
$0.37. As of December 31, 2002, the company paid approximately $34,000 related to this claim and expects a refund of approximately $6,000.
No other years after 1998 are subject to this claim. Of the $26,494, net of tax charge, $14,972 ($10,454, net of tax) was charged to interest
expense and $16,040 was charged to taxes on income.

Subsequent Event

On January 23, 2003, the company announced the acquisition of Data Information Management Systems, Inc. (DIMS), one of the largest voter
registration systems companies in the United States. DIMS was purchased for $5,840 in company stock and will be integrated within DESI as a
wholly owned subsidiary.

New Accounting Standards

In June 2001, the Financial Accounting Standards Board (FASB) issued SFAS No. 143, Accounting for Asset Retirement Obligations, which
addresses the accounting and financial reporting for legal obligations and costs associated with the retirement of tangible long-lived assets. The
provisions of SFAS No. 143 will be effective for the company’s financial statements beginning January 1, 2003. The company does not expect
the adoption of this standard to have a material impact on its financial position, operations or cash flows.

In June 2002, the FASB issued SFAS No. 146, Accounting for Costs Associated with Exit or Disposal Activities. The statement addresses
financial accounting and reporting for costs associated with exit or disposal activities and nullifies Emerging Issues Task Force (EITF) Issue
No. 94-3, Liability Recognition for Certain Employee Termination Benefits and Other Costs to Exit an Activity (including Certain Costs
Incurred in a Restructuring). SFAS No. 146 requires that a liability for a cost associated with an exit or disposal activity be recognized when
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the liability is incurred. Under EITF Issue No. 94-3, a liability for an exit cost as defined was recognized at the date of an entity’s commitment
to an exit plan. SFAS No. 146 also establishes that fair value is the objective for initial measurement of the liability. The provisions for this
statement are effective for exit and disposal activities that are initiated after December 31, 2002.

In December 2002, the FASB issued SFAS No. 148, Accounting for Stock-Based Compensation — Transition and Disclosure, which amended
SFAS No. 123, Accounting for Stock-Based Compensation. The provisions of SFAS No. 148 have been adopted for the company’s financial
statements for the year ended December 31, 2002. This statement requires companies electing not to expense stock options to provide the pro
forma net income and earnings per share information not only annually, but also on a quarterly basis. While continuing to review the matter,
the company has no current plans to begin expensing stock options.

In November 2002, the FASB issued Interpretation No. 45, Guarantor’s Accounting and Disclosure Requirements for Guarantees, including
Indirect Guarantees of Indebtedness of Others, which addresses disclosures to be made by a guarantor in its interim and annual financial
statements about its obligations under certain guarantees that it has issued. It also clarifies that a guarantor is required to recognize, at the
inception of a guarantee, a liability for the fair value of the obligation undertaken in issuing the guarantee. The initial recognition and initial
measurement provisions of this Interpretation are applicable on a prospective basis to guarantees issued or modified after December 31, 2002,
irrespective of the guarantor’s fiscal year end. The disclosure requirements are effective for financial statements for periods ending after
December 15, 2002. The company does not anticipate adoption of this Interpretation to have a material impact on the company’s financial
position or results of operations.

In January 2003, the FASB issued Interpretation No. 46, Consolidation of Variable Interest Entities, an interpretation of ARB No. 51. This
Interpretation addresses the consolidation by business enterprises of variable interest entities as defined in the Interpretation. The Interpretation
applies immediately to variable interests in variable interest entities created after January 31, 2003, and to variable interests in variable interest
entities obtained after January 31, 2003. For public companies with a variable interest in a variable interest entity created before February 1,
2003, the Interpretation applies to that company no later than the beginning of the first interim or annual reporting period beginning after

June 15, 2003. The application of this Interpretation is not expected to have a material effect on the company’s consolidated financial
statements. The Interpretation requires certain disclosures in financial statements issued after January 31, 2003 if it is reasonably possible that
the company will consolidate or disclose information about variable interest entities when the Interpretation becomes effective.

Securitization

On March 30, 2001, Diebold Credit Corporation (DCC), a wholly owned consolidated subsidiary, entered into an agreement to sell, on an
ongoing basis, a pool of its lease receivables to a wholly owned, unconsolidated qualified special purpose subsidiary, DCC Funding LLC
(DCCF). DCC sold $95,610 of lease receivables on March 30, 2001 to DCCF. Under a 364-day facility agreement, DCCF sold and, subject to
certain conditions, may from time to time sell an undivided fractional ownership interest in the pool of receivables to a multi-seller receivables
securitization company (Conduit). Upon sale of the receivables to the Conduit, DCCF holds a subordinated interest in the receivables and
services, administers and collects the receivables. DCCF and the Conduit have no recourse to DCC’s other assets for failure of debtors to pay
when due. Costs associated with the sale of the receivables were $457 as of December 31, 2001.

DCC has aretained interest in the transferred receivables in the form of a note receivable from DCCEF to the extent that they exceed advances to
DCCEF by the Conduit. DCC initially and subsequently measures the fair value of the retained interest at management’s best estimate of the
discounted expected future cash collections on the transferred receivables. Actual cash collections may differ from these estimates and would
directly affect the fair value of the retained interests. The initial transaction on March 31, 2001, resulted in DCC receiving proceeds from
securitization of $71,400. DCC recorded an after-tax gain of $2,300 on the sale of the receivables. Subsequent sales of lease receivables
totaling $10,689 have resulted in additional cash proceeds of $8,500 and gains of $869. The fair value of the retained interest of $8,236 and
$28,086 is included in other assets in the Consolidated Balance Sheets as of December 31, 2002 and 2001, respectively.

Derivative Instruments and Hedging Activities

In June 1998, the FASB issued SFAS No. 133, Accounting for Derivative Instruments and Hedging Activities, which for the company was
effective January 1, 2001. SFAS No. 133 established accounting and reporting standards requiring that every derivative instrument (including
certain derivative instruments embedded in other contracts) be recognized on the balance sheet as either an asset or liability measured at its fair
value. SFAS No. 133 required that changes in the derivative instrument’s fair value be recognized currently in earnings unless specific hedge
accounting criteria are met. Special accounting for qualifying hedges allows a derivative instrument’s gains and losses to partially or wholly
offset related results on the hedged item in the income statement, and requires that a company must formally document, designate and assess
the effectiveness of transactions that receive hedge accounting treatment. The cumulative effect of adopting SFAS No. 133 as of January 1,
2001 was not material to the company’s consolidated financial statements.
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Since a substantial portion of the company’s operations and revenue arise outside of the United States, financial results can be significantly
affected by changes in foreign exchange rate movements. The company’s financial risk management strategy uses forward contracts to hedge
certain foreign currency exposures. Such contracts are designated at inception to the related foreign currency exposures being hedged. The
company’s intent is to offset gains and losses that occur on the underlying exposures, with gains and losses on the derivative contracts hedging
these exposures. The company does not enter into any speculative positions with regard to derivative instruments. The company’s forward
contracts generally mature within six months.

The company records all derivatives on the balance sheet at fair value. For derivative instruments not designated as hedging instruments,
changes in their fair values are recognized in earnings in the current period. Results from settling the company’s forward contracts were not
material to the financial statements as of December 31, 2002 and 2001, respectively.

The company manages its debt portfolio by using interest rate swaps to achieve an overall desired position of fixed and variable rates. In 2001,
the company entered into the following interest rate swap contracts that remained outstanding at December 31, 2002:

Interest rate swaps that relate to debt held by the company convert $50,000 notional amount from variable rates to fixed rates. The variable
rates for these contracts at December 31, 2002, based on three month LIBOR rates, ranged from 1.40 percent to 1.89 percent versus fixed rates
of 4.36 percent and 4.72 percent. The variable rates for these contracts at December 31, 2001, ranged from 2.01 percent to 2.03 percent versus
fixed rates of 4.36 percent and 4.72 percent. These contracts mature throughout 2003.

Based on current interest rates for similar transactions, the fair value of all interest rate swap agreements is not material to the financial
statements as of December 31, 2002 and 2001.

Credit and market risk exposures are limited to the net interest differentials. The net payments or receipts from interest rate swaps are recorded
as part of interest expense and are not material to the financial statements for the years ended December 31, 2002 and 2001.

The company is exposed to credit loss in the event of nonperformance by counterparties on the above instruments, but does not anticipate
nonperformance by any of the counterparties.

SIGNIFICANT ACCOUNTING POLICIES

The consolidated financial statements of the company are prepared in conformity with accounting principles generally accepted in the United
States of America. The preparation of these financial statements requires the use of estimates and assumptions that affect the reported amounts
of assets and liabilities at the date of the financial statements and the reported amounts of revenues and expenses during the periods presented.
Management of the company uses historical information and all available information to make these estimates and assumptions. Actual
amounts could differ from these estimates and different amounts could be reported using different assumptions and estimates.

The company’s significant accounting policies are described in the Notes to Consolidated Financial Statements. Management believes that of
its significant accounting policies, its policies concerning trade receivables and revenue recognition, inventories, goodwill, and pensions and
postretirement benefits are the most critical. Additional information regarding these policies is included below.

Trade Receivables and Revenue Recognition

Revenue is recognized based on the terms of the sales contract. The majority of sales contracts for products are written with selling terms
“F.O.B. factory.” However, certain sales contracts may have other terms such as “F.O.B. destination” or “upon installation.” The company
recognizes revenue on these contracts when the appropriate event has occurred. Service revenue is recognized in the period service is
performed and subject to the individual terms of the service contract.

The concentration of credit risk in the company’s trade receivables with respect to the banking and financial services industries is substantially
mitigated by the company’s credit evaluation process, reasonably short collection terms and the geographical dispersion of sales transactions
from a large number of individual customers. The company maintains allowances for potential credit losses, and such losses have been minimal
and within management’s expectations. The allowance for doubtful accounts is estimated based on various factors including revenue, historical
credit losses and current trends.

Inventories

Domestic inventories are valued at the lower of cost or market applied on a first-in, first-out basis, and foreign inventories are valued using the
average cost method. As the company launches new products and rationalizes its product offerings, inventory related to discontinued product is
written down to salvage value.

Goodwill

Goodwill is the cost in excess of the net assets of acquired businesses. These assets are stated at cost and, effective January 1, 2002, are no
longer amortized, but evaluated at least annually for impairment in accordance with SFAS No. 142, Goodwill and Other Intangible Assets.
SFAS No. 142 establishes accounting and reporting standards for acquired goodwill and other intangible assets in that goodwill and other
intangible assets that have indefinite useful lives will not be amortized but rather will be tested at least annually for impairment. Intangible
assets that have finite useful lives will continue to be amortized over their useful lives.
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The company tests all existing goodwill for impairment on a “reporting unit” basis. The reporting units were determined on a geographical
basis that combine two or more component-level reporting units with similar economic characteristics within a single reporting unit.

A fair value approach is used to test goodwill for impairment. An impairment charge is recognized for the amount, if any, by which the
carrying amount of goodwill exceeds its implied fair value. Fair values of reporting units and the related implied fair values of their respective
goodwill were established using discounted cash flows. When available and as appropriate, comparative market multiples were used to
corroborate results of the discounted cash flows.

Pensions and Postretirement Benefits

The company has several pension plans covering substantially all United States employees. Plans covering salaried employees provide pension
benefits that are based on the employee’s compensation during the 10 years before retirement. The company’s funding policy for those plans is
to contribute annually at an actuarially determined rate. Plans covering hourly employees and union members generally provide benefits of
stated amounts for each year of service. The company’s funding policy for those plans is to make at least the minimum annual contributions
required by applicable regulations.

Employees of the company’s operations in countries outside of the United States participate to varying degrees in local pension plans, which in
the aggregate are not significant.

Minimum liabilities are recorded for plans where the total accumulated benefit obligation exceeds the fair value of the plan’s assets.

In addition to providing pension benefits, the company provides healthcare and life insurance benefits for certain retired employees. Eligible
employees may be entitled to these benefits based upon years of service with the company, age at retirement and collective bargaining
agreements. Currently there are no plan assets and the company funds the benefits as the claims are paid.

The postretirement benefit obligation was determined by application of the terms of medical and life insurance plans together with relevant
actuarial assumptions and healthcare cost trend rates. For 2003, medical cost trend rates were projected at 8.5 percent and prescription drug cost
trend rates were projected at 14.0 percent, with both cost trend rate assumptions gradually declining to 4.75 percent by 2009 and remaining at
that level thereafter.

Annually, the company analyzes its key assumptions related to its pension plans. Key assumptions include the long-term rate of return on plan
assets, the discount rate and the compensation levels. Such factors as financial market performance and actual compensation levels are
considered when analyzing the key assumptions.

BUSINESS DRIVERS AND RISKS
The business drivers to the company’s future performance include several factors which include, but are not limited to:

* timing of a self-service upgrade and/or replacement cycle in mature markets such as the United States;

* high levels of deployment growth for new self-service products in emerging markets such as Asia-Pacific;

* demand for new service offerings including outsourcing or operating a network of ATMs;

* demand beyond expectations for security products and services for the financial, retail and government sectors; and

* implementation and timeline for new electronic voting solutions in the United States.

However, in addition to the business drivers above, as a global operation, the company is exposed to the following risks which include but are
not limited to:

* competitive pressures, including pricing pressures and technological developments;
» changes in the company’s relationships with customers, suppliers, distributors and/or partners in its business ventures;

* changes in political, economic or other factors such as currency exchange rates, inflation rates, recessionary or expansive trends, taxes
and regulations and laws affecting the worldwide business in each of the company’s operations, including Brazil;

* acceptance of the company’s product and technology introductions in the marketplace;
* unanticipated litigation, claims or assessments;
* ability to reduce costs and expenses and improve internal operating efficiencies; and

* variation in consumer demand for self-service technologies, products and services.
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ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

The company is exposed to foreign currency exchange rate risk inherent in our international operations denominated in currencies other than
the U.S. dollar. A hypothetical 10 percent unfavorable movement in the applicable foreign exchange rates would have resulted in a decrease in
2002 year-to-date operating profit of approximately $6,300. The sensitivity model assumes an instantaneous, parallel shift in the foreign
currency exchange rates. Exchange rates rarely move in the same direction. The assumption that exchange rates change in an instantaneous or
parallel fashion may overstate the impact of changing exchange rates on amounts denominated in a foreign currency.

The company’s risk management strategy uses derivative financial instruments such as forwards to hedge certain foreign currency exposures.
The intent is to offset gains and losses that occur on the underlying exposures, with gains and losses on the derivative contracts hedging these
exposures. The company does not enter into derivatives for trading purposes.

ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA

Refer to pages 21 through 45.

20



Consolidated Balance Sheets
Years Ended December 31,

(In thousands, except share and per share amounts)

2002 2001
ASSETS
Current assets
Cash and cash equivalents $ 155,446 $ 73,768
Short-term investments 7,909 51,901
Trade receivables less allowances of $7,950 for 2002 and $7,054 for 2001 403,498 387,201
Inventories 236,614 235,923
Deferred income taxes 34,725 48,539
Prepaid expenses 16,351 12,713
Other current assets 70,345 111,551
Total current assets 924,888 921,596
Securities and other investments 66,151 65,430
Property, plant and equipment, at cost 462,133 413,053
Less accumulated depreciation and amortization 242,500 222,855
219,633 190,198
Deferred income taxes 2,975 2,141
Goodwill 268,606 275,685
Other assets 142,828 166,033

$1,625,081 $1,621,083

| |
LIABILITIES AND SHAREHOLDERS’ EQUITY
Current liabilities
Notes payable $ 226,259 $ 229,703
Accounts payable 90,713 117,541
Estimated income taxes 10,924 32,584
Deferred income 86,281 81,011
Other current liabilities 150,785 166,349
Total current liabilities 564,962 627,188
Pensions and other benefits 35,452 28,425
Postretirement and other benefits 35,857 32,178
Other long-term liabilities 33,664 20,800
Minority interest 14,323 9,382
Shareholders’ equity
Preferred shares, no par value, authorized 1,000,000 shares, none issued — —
Common shares, par value $1.25,
Authorized 125,000,000 shares, issued 72,989,492 and 72,195,600 shares, respectively
outstanding 72,111,368 and 71,356,670 shares, respectively 91,237 90,245
Additional capital 130,995 103,390
Retained earnings 856,808 805,182
Treasury shares, at cost (878,124 and 838,930 shares, respectively) (30,191) (28,724)
Accumulated other comprehensive loss (102,413) (60,446)
Other (5,613) (6,537)
Total shareholders’ equity 940,823 903,110

$1,625,081 $1,621,083

See accompanying Notes to Consolidated Financial Statements.
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Consolidated Statements of Income
Years Ended December 31,
(In thousands, except per share amounts)

2002 2001 2000
Net sales
Products $ 993,031 $ 922,346 $ 967,706
Services 947,132 837,951 775,902
1,940,163 1,760,297 1,743,608
Cost of sales
Products 664,523 590,740 608,363
Special charges — 31,404 —
Services 681,002 607,326 564,205
1,345,525 1,229,470 1,172,568
Gross profit 594,638 530,827 571,040
Selling and administrative expense 289,582 285,404 281,408
Research, development and engineering expense 63,887 64,245 60,677
Realignment charges — 42,269 —
353,469 391,918 342,085
Operating profit 241,169 138,909 228,955
Other income (expense)
Investment income (expense) 7,715 (7,699) 18,242
Interest expense (26,679) (12,668) (17,681)
Miscellaneous, net 2,000 (13,806) (22,119)
Minority interest (5,654) (4,897) (3,040)
Income before taxes 218,551 99,839 204,357
Taxes on income 86,250 32,946 67,438
Net income before cumulative effect of a change in accounting principle 132,301 66,893 136,919
Cumulative effect of a change in accounting principle, net of tax 33,147 — —
Net income $ 99,154 $ 66,893 $ 136,919
Basic weighted-average number of shares 71,984 71,524 71,296
Diluted weighted-average number of shares 72,297 71,783 71,479

Basic earnings per share:
Income before cumulative effect of a change in accounting principle, net of

taxes $ 1.84 $ 0.94 $ 1.92
Cumulative effect of a change in accounting principle, net of taxes $ (0.46) — —
Net income $ 1.38 $ 0.94 $ 1.92

Diluted earnings per share:
Income before cumulative effect of a change in accounting principle, net of

taxes $ 1.83 $ 0.93 $ 1.92
Cumulative effect of a change in accounting principle, net of taxes $ (0.46) — —
Net income $ 1.37 $ 0.93 $ 1.92

See accompanying Notes to Consolidated Financial Statements.
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Consolidated Statements of Shareholders’ Equity
(In thousands, except share amounts)

Accumulated
Common Shares Compre- Other
hensive Compre-
Par Additional Retained Treasury Income hensive
Number Value Capital Earnings Shares (Loss) Loss Other Total

Balance, January 1, 2000 71,482,997 $89,354 $ 87,169 $691,415  $(13,644) $ (5,865) $(4,034) $844,395
Net income 136,919 $136,919 136,919
Translation adjustment (7,904) (7,904)
Pensions 1,507 1,507
Unrealized loss on investment securities (396) (396)
Other comprehensive loss (6,793) (6,793)
Comprehensive income $130,126
Stock options exercised 273,238 343 5,444 5,787
Unearned compensation 247,635 308 5,583 (3,915) 1,976
Performance shares 15,335 19 334 353
Dividends declared and paid (44,271) (44,271)
Treasury shares (2,300) (2,300)
Balance, December 31, 2000 72,019,205 $90,024 $ 98,530 $784,063  $(15,944) $ (12,658) $(7,949)  $936,066
Net income 66,893 $ 66,893 66,893
Translation adjustment 47,373) 47,373)
Pensions (1,628) (1,628)
Unrealized gain on investment securities 1,213 1,213
Other comprehensive loss (47,788) (47,788)
Comprehensive income $ 19,105
Stock options exercised 176,395 221 4,860 5,081
Unearned compensation 1,412 1,412
Dividends declared and paid (45,774) (45,774)
Treasury shares (12,780) (12,780)
Balance December 31, 2001 72,195,600 $90,245 $103,390 $805,182  $(28,724) $ (60,446) $(6,537)  $903,110
Net income 99,154 $ 99,154 99,154
Translation adjustment (39,291) (39,291)
Pensions (3,012) (3,012)
Unrealized gain on investment securities 336 336
Other comprehensive loss (41,967) (41,967)
Comprehensive income $ 57,187
Stock options exercised 199,406 249 5,668 5,917
Unearned compensation 29,330 37 1,035 924 1,996
Performance shares 48,813 61 1,725 1,786
Global acquisition 516,343 645 19,177 19,822
Dividends declared and paid (47,528) (47,528)
Treasury shares (1,467) (1,467)
Balance, December 31, 2002 72,989,492 $91,237 $130,995 $856,808  $(30,191) $(102,413) $(5,613)  $940,823

— — — — —— — — — —

See accompanying Notes to Consolidated Financial Statements.
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Consolidated Statements of Cash Flows

Years ended December 31,
(Dollars in thousands)

Cash flow from operating activities:
Net income

Adjustments to reconcile net income to cash provided by operating activities:

Minority share of income

Depreciation and amortization

Deferred income taxes

Loss on sale of assets, net

Loss on disposal of investments
Cumulative effect of accounting change

Cash provided (used) by changes in certain assets and liabilities:

Trade receivables

Inventories

Prepaid expenses

Other current assets

Accounts payable

Certain other assets and liabilities

Net cash provided by operating activities

Cash flow from investing activities:

Payments for acquisitions, net of cash acquired
Proceeds from maturities of investments
Proceeds from sales of investments

Payments for purchases of investments

Capital expenditures

Decrease (increase) in certain other assets

Net cash used by investing activities

Cash flow from financing activities:

Dividends paid

Notes payable borrowings

Notes payable repayments

Net (payments) proceeds from securitization

Distribution of affiliates’ earnings to minority interest holder

Issuance of common shares
Repurchase of common shares

Net cash (used) provided by financing activities

Effect of exchange rate changes on cash
Increase in cash and cash equivalents
Cash and cash equivalents at the beginning of the year

Cash and cash equivalents at the end of the year

Cash paid for:

Income taxes
Short-term interest
Long-term interest

Significant noncash items:
Issuance of common shares for GES acquisition
Financing arrangement to purchase fixed assets

Realignment noncash items

See accompanying Notes to Consolidated Financial Statements.

2002 2001 2000
$ 99,154 $ 66,893 $ 136,919
5,654 4,897 3,040
61,296 80,514 68,680
12,980 (27,451) 15,305
1,168 5,003 4,098
— 20,000 —
38,859 — —
(8,596) (18,029) (5,628)
4,688 (28,346) (7,003)
(3,638) (8,191) 2,051
24,088 (59,612) (20,984)
(31,698) 12,623 (20,485)
(40,454) 102,883 (29,798)
163,501 151,184 146,195
(3,682) (36,767) (143,332)
68,752 96,917 67,617
5,751 13,457 11,446
(35,033) (65,711) (35,642)
(50,338) (65,484) (42,694)
7,700 (77,771) (72,752)
(6,850) (135,359) (215,357)
(47,528) (45,774) 44,271)
599,513 329,080 301,130
(627,127) (359,266) (156,321)
(7,421) 79,900 —
(151) (249) (590)
7,703 5,081 9,399
(1,467) (12,780) (2,300)
(76,478) (4,008) 107,047
1,505 (3,233) _
81,678 8,584 37,885
73,768 65,184 27,299
$ 155,446 $ 73,768 $ 65,184
| | |
$ 50,083 $ 29,918 $ 57,862
7,455 11,300 14,199
356 676 877
$ 19,822 $ — $ —
24,862 — —
— 82,769 —
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Notes to Consolidated Financial Statements
(Dollars in thousands, except per share amounts)

NOTE 1: SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Principles of consolidation
The Consolidated Financial Statements include the accounts of the company and its wholly and majority-owned subsidiaries. All significant
intercompany accounts and transactions have been eliminated.

Statements of Cash Flows
For the purposes of the Consolidated Statements of Cash Flows, the company considers all highly liquid investments with a maturity of three
months or less at the time of purchase to be cash equivalents.

International operations

The financial statements of the company’s international operations are measured using local currencies as their functional currencies, with the
exception of Venezuela, Mexico and Argentina, which are measured using the U.S. dollar as their functional currency due to their
hyperinflationary economies. The company translates the assets and liabilities of its non-U.S. subsidiaries at the exchange rates in effect at
year-end and the results of operations at the average rate throughout the year. The translation adjustments are recorded directly as a separate
component of shareholders’ equity, while transaction gains (losses) are included in net income. Sales to customers outside the United States
approximated 37.1 percent of net sales in 2002, 43.3 percent of net sales in 2001 and 43.1 percent in 2000.

Financial instruments
The carrying amount of financial instruments including cash and cash equivalents, trade receivables and accounts payable approximated fair
value as of December 31, 2002 and 2001 because of the relatively short maturity of these instruments.

Trade receivables and revenue recognition

Revenue is recognized based on the terms of the sales contract. The majority of sales contracts for products are written with selling terms
“F.O.B. factory.” However, certain sales contracts may have other terms such as “F.O.B. destination” or “upon installation.” The company
recognizes revenue on these contracts when the appropriate event has occurred. Service revenue is recognized in the period service is
performed and subject to the individual terms of the service contract.

The concentration of credit risk in the company’s trade receivables with respect to the banking and financial services industries is substantially
mitigated by the company’s credit evaluation process, reasonably short collection terms and the geographical dispersion of sales transactions
from a large number of individual customers. The company maintains allowances for potential credit losses, and such losses have been minimal
and within management’s expectations. The allowance for doubtful accounts is estimated based on various factors including revenue, historical
credit losses and current trends.

Inventories

Domestic inventories are valued at the lower of cost or market applied on a first-in, first-out basis, and foreign inventories are valued using the
average cost method. As the company launches new products and rationalizes its product offerings, inventory related to discontinued product is
written down to salvage value.

Depreciation and amortization

Depreciation of property, plant and equipment is computed using the straight-line method for financial statement purposes. Accelerated
methods of depreciation are used for federal income tax purposes. Amortization of leasehold improvements is based upon the shorter of
original terms of the lease or life of the improvement.

Research, development and engineering
Total research, development and engineering costs charged to expense were $63,887, $64,245 and $60,677 in 2002, 2001 and 2000,
respectively.

Advertising costs
Advertising costs are expensed as incurred. Total advertising costs charged to expense were $12,227, $12,930 and $13,913 in 2002, 2001 and
2000, respectively.

Other assets

Other assets consist primarily of pension assets, computer software, customer demonstration equipment, deferred tooling, investment in service
contracts, retained interest in DCCF, finance receivables and certain other assets. Where applicable, these assets are stated at cost and, if
applicable, are amortized ratably over a period of three to five years.
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Goodwill

Goodwill is the cost in excess of the net assets of acquired businesses. These assets are stated at cost and, effective January 1, 2002, are no
longer amortized, but evaluated at least annually for impairment, in accordance with SFAS No. 142, Goodwill and Other Intangible Assets.
SFAS No. 142 establishes accounting and reporting standards for acquired goodwill and other intangible assets in that goodwill and other
intangible assets that have indefinite useful lives will not be amortized but rather will be tested at least annually for impairment. Intangible
assets that have finite useful lives will continue to be amortized over their useful lives. The year ended 2001 earnings per share of $0.93
included goodwill amortization of $10,287, net of tax. Amortization expense related to goodwill was $15,354 and $15,978 for the years ended
December 31, 2001 and 2000.

Under SFAS No. 142, the company was required to test all existing goodwill for impairment as of January 1, 2002, on a “reporting unit” basis.
The reporting units were determined on a geographical basis that combine two or more component-level reporting units with similar economic
characteristics within a single reporting unit.

A fair value approach is used to test goodwill for impairment. An impairment charge is recognized for the amount, if any, by which the
carrying amount of goodwill exceeds its implied fair value. Fair values of reporting units and the related implied fair values of their respective
goodwill were established using discounted cash flows. When available and as appropriate, comparative market multiples were used to
corroborate results of the discounted cash flows.

In June 2002, the company completed the transitional goodwill impairment test in accordance with SFAS No. 142, which resulted in a non-
cash charge of $38,859 ($33,147 after tax, or $0.46 per share) and is reported in the caption “Cumulative effect of a change in accounting
principle.” All of the charge related to the company’s businesses in Latin America. The primary factor that resulted in the impairment charge
was the difficult economic environment in the Latin America market. No impairment charge was appropriate under previous goodwill
impairment standards, which were based on undiscounted cash flows.

The company performed the annual impairment test as of December 31, 2002 resulting in no impairment.

Had goodwill amortization not been recorded in the years ended December 31, 2001 and 2000, net income would have increased to $77,180
and $147,624; and net income per share to $1.08 and $2.07 on a diluted basis, respectively.

The changes in carrying amount of goodwill for the years ended December 31, 2001 and 2002 are as follows:

Voting &
DNA DI Other Total

Balance at January 1, 2001 $11,981 $284,120 $296,101
Goodwill of acquired businesses 15,128 8,536 23,664
Amortization (1,591) (13,763) (15,354)
Currency translation adjustment (15) (28,711) (28,726)
Balance at December 31, 2001 25,503 250,182 275,685
Transitional impairment loss — (38,859) (38,859)
Goodwill of acquired businesses 306 1,474 $41,029 42,809
Currency translation adjustment 11 (11,040) — (11,029)
Balance at Decebmer 31, 2002 $25,820 $201,757 $41,029 $268,606

[ | [ | [ | [ |

Deferred income
Deferred income is largely related to service contracts and is recognized for customer service collections in advance of the period in which the
service will be performed and is recognized in income on a straight-line basis over the contract period.

Stock-based compensation

Compensation cost is measured on the date of grant only if the current market price of the underlying stock exceeds the exercise price. The
company provides pro forma net income and pro forma net earnings per share disclosures for employee stock option grants made in 1995 and
subsequent years as if the fair value based method had been applied in accordance with SFAS No. 123, Accounting for Stock Based
Compensation.

Taxes on income

Deferred taxes are provided on an asset and liability method whereby deferred tax assets are recognized for deductible temporary differences
and operating loss carryforwards and deferred tax liabilities are recognized for taxable temporary differences. Temporary differences are the
differences between the reported amounts of assets and liabilities and their tax basis. Deferred tax assets are reduced by a valuation allowance
when, in the opinion of management, it is more likely than not that some portion or all of the deferred tax assets will not be realized. Deferred
tax assets and liabilities are adjusted for the effects of changes in tax laws and rates on the date of enactment.
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Earnings per share

Basic earnings per share are computed by dividing income available to common shareholders by the weighted-average number of common
shares outstanding for the period. Diluted earnings per share reflect the potential dilution that could occur if common stock equivalents were
exercised and then shared in the earnings of the company.

Comprehensive loss

The company displays comprehensive loss in the Consolidated Statements of Shareholders’ Equity and accumulated other comprehensive loss
separately from retained earnings and additional capital in the Consolidated Balance Sheets and Statements of Shareholders’ Equity. Items
considered to be other comprehensive loss include adjustments made for foreign currency translation (under SFAS No. 52), pensions (under
SFAS No. 87) and unrealized holding gains and losses on available-for-sale securities (under SFAS No. 115).

Components of other comprehensive loss consist of the following:

2002 2001
Translation adjustment $ (94,104) $(54,813)
Pensions less accumulated taxes of $(2,829) for 2002 and $(1,207) in 2001 (6,635) (3,623)
Unrealized losses on investment securities less accumulated taxes of $550 for 2002
and $533 in 2001 (1,674) (2,010)
$(102,413) $(60,446)
| |

Translation adjustments are not booked net of tax. Those adjustments are accounted for under the indefinite reversal criterion of APB Opinion
23, Accounting for Income Taxes—Special Areas.

Use of estimates in preparation of Consolidated Financial Statements

The preparation of the Consolidated Financial Statements in conformity with accounting principles generally accepted in the United States of
America requires management to make estimates and assumptions that affect the reported amounts of assets and liabilities and disclosure of
contingent assets and liabilities at the date of the Consolidated Financial Statements and the reported amounts of revenues and expenses during
the reporting period. Actual results could differ from those estimates.

Reclassifications
The company has reclassified the presentation of certain prior-year information to conform to the current presentation.

NOTE 2: SECURITIZATIONS

On March 30, 2001, Diebold Credit Corporation (DCC), a wholly owned consolidated subsidiary, entered into an agreement to sell, on an
ongoing basis, a pool of its lease receivables to a wholly owned, unconsolidated, qualified special purpose subsidiary, DCC Funding LLC
(DCCF). DCC sold $95,610 of lease receivables on March 30, 2001 to DCCF. Under a 364-day facility agreement, DCCF sold and, subject to
certain conditions, may from time to time sell an undivided fractional ownership interest in the pool of receivables to a multi-seller receivables
securitization company (Conduit). Upon sale of the receivables to the Conduit, DCCF holds a subordinated interest in the receivables and
services, administers and collects the receivables. DCCF and the Conduit have no recourse to DCC’s other assets for failure of debtors to pay
when due. Costs associated with the sale of the receivables were $457 as of December 31, 2001.

DCC has aretained interest in the transferred receivables in the form of a note receivable from DCCEF to the extent that they exceed advances to
DCCEF by the Conduit. DCC initially and subsequently measures the fair value of the retained interest at management’s best estimate of the
discounted expected future cash collections on the transferred receivables. Actual cash collections may differ from these estimates and would
directly affect the fair value of the retained interests. The initial transaction on March 31, 2001, resulted in DCC receiving proceeds from
securitization of $71,400. DCC recorded an after-tax gain of $2,300 on the sale of the receivables. Subsequent sales of lease receivables
totaling $10,689 have resulted in additional cash proceeds of $8,500 and gains of $869. The fair value of the retained interest of $8,236 and
$28,086 is included in other assets in the Consolidated Balance Sheets as of December 31, 2002 and 2001.

NOTE 3: INVESTMENT SECURITIES

At December 31, 2002 and 2001, the investment portfolio was classified as available-for-sale. The marketable debt and equity securities are
stated at fair value. The fair value of securities and other investments is estimated on quoted market prices.
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The company’s investment securities, excluding insurance contracts, are summarized as follows:

Amortized Unrealized Fair
Cost Basis Gain/(Loss) Value
As of December 31, 2002
Short-term investments due within one year:
Tax-exempt municipal bonds $ 3,146 $ 43 $ 3,189
Certificates of deposit and other investments 4,720 — 4,720
$ 7,866 $ 43 $ 7,909
| ] |
Securities and other investments due after one through five years:
Equity securities $22,627 $(1,167) $21,460
| ] |
As of December 31, 2001
Short-term investments due within one year:
Tax-exempt municipal bonds $50,832 $ (195) $50,637
Certificates of deposit and other investments 1,264 — 1,264
$52,096 $ (195) $51,901
| ] |
Securities and other investments due after one through five years:
Tax-exempt municipal bonds $ 2,497 $ 645 $ 3,142
Equity securities 23,743 (1,927) 21,816
$26,240 $(1,282) $24,958
| ] |

Realized losses from sale of securities were $1,033, $865 and $3,183 in 2002, 2001 and 2000, respectively. Proceeds from the sale of available-

for-sale securities were $5,751, $13,457 and $11,446 in 2002, 2001 and 2000, respectively. Gains and losses are determined using the specific
identification method.

NOTE 4: INVENTORIES

Major classes of inventories at December 31 are summarized as follows:

2002 2001
Finished goods and service parts $ 59,781 $ 58,551
Work in process 143,754 127,250
Raw materials 33,079 50,122
$236,614 $235,923
| ]
NOTE 5: PROPERTY, PLANT AND EQUIPMENT
Property, plant and equipment at December 31 is summarized as follows:
Annual
2002 2001 Rates
Land and land improvements $ 7,328 $ 7,340 5-20%
Buildings 83,910 84,163 2-34%
Machinery, equipment and rotable spares 314,271 289,797 5-40%
Leasehold improvements 7,507 7,484 Lease Term
Construction in progress* 49,117 24,269 —
$ 462,133 $ 413,053
Less accumulated depreciation (242,500) (222,855)
$ 219,633 $ 190,198
| |

* Included in construction in progress is the Oracle global information technology platform.
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NOTE 6: FINANCE RECEIVABLES

The components of finance receivables for the net investment in sales-type leases are as follows:

2002 2001
Total minimum lease receivable $27,131 $57,537
Estimated unguaranteed residual values 176 373
27,307 57,910
Less:
Unearned interest income (2,761) (5,855)
Unearned residuals (33) (71)

(2,794) (5,926)

$24,513 $51,984

Future minimum lease receivables due from customers under sales-type leases as of December 31, 2002 are as follows:

2003 $12,972
2004 10,156
2005 2,181
2006 1,395
2007 389
Thereafter 38
$27,131

|

NOTE 7: SHORT-TERM FINANCING

The company’s short-term financing is as follows:

2002 2001
Revolving US$ loans $105,081 $118,000
Revolving euro loans! 111,297 105,109
Revolving Australian dollar loans? 9,881 6,594
$226,259 $229,703
[ | | |

1'106,200 euro (€) borrowing translated at the applicable 12/31/2002 spot rate; €118,600 borrowing translated at the applicable 12/31/2001 spot
rate.

217,500 Australian dollar (AUD) borrowing translated at the applicable 12/31/2002 spot rate; AUD 12,900 borrowing translated at the
applicable 12/31/2001 spot rate.

The company has available credit facilities with domestic and foreign banks for various purposes. The amount of available committed loans at
December 31, 2002 that remained available was $85,119, €43,811 ($45,919 translated) and 27,500 Brazilian real ($7,783 translated). In
addition to the committed lines of credit, $25,000 of an uncommitted line of credit remained available as of December 31, 2002.

The average short-term rate on the bank credit lines was 3.01 percent, 4.90 percent and 6.72 percent at December 31, 2002, 2001 and 2000,

respectively. Interest on short-term financing charged to expense for the year ended December 31 was $7,462, $10,653 and $15,383 for 2002,
2001 and 2000, respectively.

The company’s short-term financing agreements contain various restrictive covenants, including debt to capitalization and interest coverage
ratios. As of December 31, 2002, the company is in compliance with all restrictive covenants.
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NOTE 8: REALIGNMENT, SPECIAL AND OTHER CHARGES

During 2001, the company recognized a pretax charge of $109,893 ($73,628 after tax or $1.03 per diluted share) for expenses related to a
corporate-wide realignment program as well as other charges. Components of the charge were as follows: a special charge of $31,404 against
inventory related to discontinued products that resulted from a rebalancing of the company’s global manufacturing strategy; realignment
charges of $42,269 resulting from staff reductions, the closing of various facilities, the exiting of certain product lines, including the sale of
MedSelect and actions taken to further integrate the company’s European operations; $29,861 in losses incurred in the write-off of the
InnoVentry investment and related receivables; and $6,360 in other charges, which are included in selling and administrative expense.

The following are explanations of the realignment, special and other charges described above:

During 2001, staff reductions resulted in 856 involuntary employee terminations and a voluntary early retirement program involving 153
participants. Severance and other employee costs charged to expense in 2001 in connection with the program amounted to $13,987 with an
additional $7,546 of expense being recognized for the enhanced early retirement benefits. As of December 31, 2002, 912 positions were
eliminated with the remaining staff reductions to take place during 2003.

The loss incurred in connection with the closing of facilities amounted to $5,346, while the costs associated with the exit of certain product
lines including the sale of MedSelect amounted to $10,354 in 2001. MedSelect, a wholly owned subsidiary, was a supplier of inventory control
solutions to the medical industry. The assets of the subsidiary were sold in July 2001 and ancillary product lines were sold in September 2001
to Medecorx, Inc.

During 2001, losses incurred due to the write-off of the InnoVentry investment amounted to $20,000, which is reflected in investment expense.
InnoVentry engaged in the development and deployment of self-service check cashing technology. Due to a depletion of its capital resources,
InnoVentry ceased operations in the third quarter of 2001. This prompted the company to write off its investment as well as certain receivables
amounting to $9,861, which were charged to selling and administrative expense. The remainder of the other charges totaling $6,360 were
principally related to costs associated with bad debt write-offs, loss contingencies and other miscellaneous charges and were included in selling
and administrative expense.

Approximately $82,769 of the $109,893 realignment, special and other charges incurred in 2001 were noncash items. Realignment expense of
$697 and $5,450 remained accrued as of December 31, 2002 and 2001, respectively. The remainder of the accrual will be paid out early in
2003.

The following table shows the realignment charge and accrual and related activity:

Asset
Write-Down
Employee and Facility
Costs Closing Other Total
Beginning accrual at commencement of
plan $13,052 $ 12,072 $ 2,000 $ 27,124
2001 Activity (7,602) (12,072) (2,000) (21,674)
Balance, December 31, 2001 5,450 — — 5,450
2002 Activity (4,753) — — (4,753)
Balance, December 31, 2002 $ 697 — — $ 697
| | | |
Noncash Realignment & Special Charges
Charged to Expense
2001 Activity $ 8,481 $ 40,067 $34,221 $ 82,679
| .| I I
Total Realignment & Special Charges
2001 Activity $21,533 $ 52,139 $36,221 $109,893
| .| I I
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NOTE 9: OTHER LONG-TERM LIABILITIES

Included in other long-term liabilities are bonds payable and a financing agreement. Bonds payable at December 31 consisted of the following:

2002 2001
Industrial Development Revenue Bond due January 1, 2017 $ 5,800 $ 5,800
Industrial Development Revenue Bond due April 1, 2017 7,500 7,500
Industrial Development Revenue Bond due June 1, 2017 7,500 7,500

20,800 20,800

Less: Current bonds payable 7,500 —
Long-term bonds payable $13,300 $20,800
| I

In 1997, three industrial development revenue bonds were issued on behalf of the company. The proceeds from the bond issuances were used
to construct new manufacturing facilities in the United States. The company guaranteed the payments of principal and interest on the bonds by
obtaining letters of credit. Each industrial development revenue bond carries a variable interest rate, which is reset weekly by the remarketing
agents. The bonds can be called at any time. The company is in compliance with the covenants of its loan agreements and believes that the
covenants will not restrict its future operations. One of the manufacturing facilities was disposed of in 2002, causing one of the bonds to
become due April 1, 2003. As a result, this bond was reclassified to other current liabilities as of December 31, 2002.

The financing agreement was entered into in July 2002 with Fleet Business Credit, LLC in order to finance the purchase of an Oracle global
information technology platform. The financing agreement of $24,862 is payable in quarterly installments of $2,128, which includes interest at
5.75 percent, through May 2007.

NOTE 10: SHAREHOLDERS’ EQUITY

On the basis of amounts declared and paid, the annualized quarterly dividends per share were $0.66, $0.64 and $0.62 in 2002, 2001 and 2000,
respectively.

In the following chart, the company provides net income and basic earnings per share reduced by the pro forma amounts calculating
compensation cost for the company’s fixed stock option plan under the fair value method. The fair value of each option grant was estimated on
the date of grant using the Black-Scholes option-pricing model with the following assumptions for 2002, 2001 and 2000, respectively: risk-free
interest rates of 4.2, 4.9 and 6.4 percent; dividend yield of 1.9, 1.7 and 1.6 percent; volatility of 42, 41 and 31 percent; and average expected
lives of six years for management and four years for executive management and nonemployee directors.

2002 2001 2000
Net income
As reported $99,154 $66,893 $136,919
Pro forma $95,956 $64,598 $135,048
Earnings per share
As reported
Basic $ 1.38 $ 094 $ 192
Diluted $ 1.37 $ 093 $ 192
Pro forma
Basic $ 1.33 $ 090 $ 189
Diluted $ 1.33 $ 0.90 $ 189
| | I

Fixed stock options

Under the 1991 Equity and Performance Incentive Plan (1991 Plan) as amended and restated, common shares are available for grant of options
at a price not less than 85 percent of the fair market value of the common shares on the date of grant. The exercise price of options granted
since January 1, 1995, was equal to the market price at the grant date, and, accordingly, no compensation cost has been recognized. In general,
options are exercisable in cumulative annual installments over five years, beginning one year from the date of grant. In February 2001, the Plan
was amended to extend the term of the Plan for ten years beginning April 2, 2001 and increase the numbers of shares available in the Plan by
3,000,000 in addition to other miscellaneous administrative matters. The number of common shares that may be issued or delivered pursuant to
the 1991 Plan is 7,103,446, of which 3,667,715 shares were available for issuance at December 31, 2002. The 1991 Plan will expire on April 2,
2011.

Under the 1997 Milestone Stock Option Plan (Milestone Plan), options for 100 common shares were granted to all eligible salaried and hourly
employees. The exercise price of the options granted under the Milestone Plan was equal to the market price at the grant date, and, accordingly,
no compensation cost has been recognized. In general, all options were exercisable beginning two years from the date of
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grant. The number of common shares that could be issued or delivered pursuant to the Milestone Plan was 600,000. The Milestone Plan expired
on March 2, 2002.

The following is a summary with respect to options outstanding at December 31, 2002, 2001 and 2000, and activity during the years ending on
those dates:

2002 2001 2000
Weighted- Weighted- Weighted-
Average Average Average
Exercise Exercise Exercise
Shares Price Shares Price Shares Price
Outstanding at the beginning of year 2,738,270 $32 2,405,105 $31 2,216,171 $31
Options granted 747,600 37 581,900 29 500,294 24
Options exercised (199,406) 24 (176,625) 17 (234,116) 14
Options expired or forfeited (477,450) 41 (72,110) 34 (77,244) 35
Outstanding at the end of year 2,809,014 $32 2,738,270 $32 2,405,105 $31
Options exercisable at end of year 1,326,194 1,626,220 1,577,672
Weighted-average fair value of options granted
during the year $ 13 $ 11 $ 8
| | |

The following table summarizes pertinent information regarding fixed stock options outstanding and options exercisable at December 31, 2002:

Options Outstanding Options Exercisable
Weighted-
Average
Number Remaining Weighted- Number Weighted-

of Contractual Average of Average

Options Life Exercise Options Exercise
Range of Exercise Prices Outstanding (in Years) Price Exercisable Price
$13-19 111,245 1.61 $16.04 111,245 $16.04
23-32 1,177,679 6.58 26.28 534,609 25.26
34 - 48 1,520,090 7.09 37.90 680,340 39.35
2,809,014 6.66 $32.16 1,326,194 $31.72
I — — I —

Restricted share grants

The 1991 Plan provides for the issuance of restricted shares to certain employees. Restricted shares totaling 29,330 were issued during the
current year and 247,042 restricted shares were outstanding as of December 31, 2002. The shares are subject to forfeiture under certain
circumstances. Unearned compensation representing the fair market value of the shares at the date of grant will be charged to income over the
three to seven-year vesting period. During 2002, 2001 and 2000, $924, $1,412 and $1,554 was charged to expense relating to the Plan.

Performance share grants

The 1991 Plan provides for the issuance of common shares based on certain management objectives, as determined by the Board of Directors
each year. Each performance share that is earned out entitles the holder to the then current value of one common share. All of the management
objectives are calculated over a three-year period. No amount is payable unless the management objectives are met. During 2002, 207,900
performance share awards were granted to certain employees. The compensation cost that has been charged against income for the
performance-based share grant plan was $1,786, $0 and $368 in 2002, 2001 and 2000, respectively.

In addition, the Board of Directors elected to issue a one-time award totaling 24,800 shares in 2002 that will be paid out after seven years of
employment, or earlier, if targeted stock performance levels are achieved, or in the event of death, disability or retirement. Compensation
expense charged against income for these awards during 2002 was not material to the financial statements.

Rights Agreement
On January 28, 1999 the Board of Directors announced the adoption of a new Rights Agreement that provided for Rights to be issued to
shareholders of record on February 11, 1999. The description and terms of the Rights are set forth in the Rights Agreement, dated as of
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February 11, 1999, between the company and the Bank of New York, as Agent. Under the Rights Agreement, the Rights trade together with the
common shares and are not exercisable. In the absence of further Board action, the Rights generally will become exercisable and allow the
holder to acquire common shares at a discounted price if a person or group acquires 20 percent or more of the outstanding common shares.
Rights held by persons who exceed the applicable threshold will be void. Under certain circumstances, the Rights will entitle the holder to buy
shares in an acquiring entity at a discounted price. The Rights Agreement also includes an exchange option. In general, after the Rights become
exercisable, the Board of Directors may, at its option, effect an exchange of part or all of the Rights (other than Rights that have become void)
for common shares. Under this Option, the company would issue one common share for each Right, subject to adjustment in certain
circumstances. The Rights are redeemable at any time prior to the Rights becoming exercisable and will expire on February 11, 2009, unless
redeemed or exchanged earlier by the company.

NOTE 11: EARNINGS PER SHARE
(In thousands, except per share amounts)

The following data show the amounts used in computing earnings per share and the effect on the weighted-average number of shares of dilutive
potential common stock.

2002 2001 2000

Numerator:
Income available to common shareholders used in basic and diluted

earnings per share $99,154  $66,893  $136,919
Denominator:
Weighted-average number of common shares used in basic earnings

per share 71,984 71,524 71,296
Effect of dilutive fixed stock options 313 259 183
Weighted-average number of common shares and dilutive potential

common shares used in diluted earnings per share 72,297 71,783 71,479
Basic earnings per share $ 138 $ 094 $ 192
Diluted earnings per share $ 137 $ 093 §$ 192

| | I

Fixed stock options of 530, 1,303 and 1,383 on common shares in 2002, 2001 and 2000, respectively, were not included in computing diluted
earnings per share, because their effects were antidilutive.

NOTE 12: PENSION PLANS AND POSTRETIREMENT BENEFITS

The company has several pension plans covering substantially all United States employees. Plans covering salaried employees provide pension
benefits that are based on the employee’s compensation during the 10 years before retirement. The company’s funding policy for those plans is
to contribute annually at an actuarially determined rate. Plans covering hourly employees and union members generally provide benefits of
stated amounts for each year of service. The company’s funding policy for those plans is to make at least the minimum annual contributions
required by applicable regulations.

Employees of the company’s operations in countries outside of the United States participate to varying degrees in local pension plans, which in
the aggregate are not significant.

Approximately 90 percent of the plan assets at September 30, 2002 and 2001 were invested in listed stocks and investment-grade bonds.

Minimum liabilities have been recorded in 2002 and 2001 for the plans whose total accumulated benefit obligation exceeded the fair value of
the plan’s assets.

In addition to providing pension benefits, the company provides healthcare and life insurance benefits for certain retired employees. Eligible
employees may be entitled to these benefits based upon years of service with the company, age at retirement and collective bargaining
agreements. Presently, the company has made no commitments to increase these benefits for existing retirees or for employees who may
become eligible for these benefits in the future. Currently there are no plan assets and the company funds the benefits as the claims are paid.

The effect of a one-percentage-point annual increase in the assumed healthcare cost trend rate would increase the service and interest cost
components of the healthcare benefits by $122, while a one-percentage-point decrease in the trend rate would decrease the service and interest
components of the healthcare benefits by $109.
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The postretirement benefit obligation was determined by application of the terms of medical and life insurance plans together with relevant
actuarial assumptions and healthcare cost trend rates. For 2003, medical cost trend rates were projected at 8.5 percent and prescription drug cost
trend rates were projected at 14.0 percent, with both cost trend rate assumptions gradually declining to 4.75 percent by 2009 and remaining at
that level thereafter. The effect of a one-percentage-point annual increase in these assumed healthcare cost trend rates would increase the
healthcare accumulated postretirement benefit obligation by $1,856, while a one-percentage-point decrease in the trend rate would decrease the
accumulated postretirement benefit obligation by $1,662.

The following table sets forth the change in benefit obligation, change in plan assets, funded status, Consolidated Balance Sheet presentation
and relevant assumptions for the company’s defined benefit pension plans and health and life insurance postretirement benefits at
December 31:

Pension Benefits Health and Life Benefits

2002 2001 2002 2001
Change in benefit obligation
Benefit obligation at beginning of year $280,622 $240,372 $ 35,933 $ 26,098
Service cost 9,118 7,868 48 44
Interest cost 19,918 18,303 2,038 1,979
Assumption change (6,975) 20,656 (2,473) 1,326
Actuarial (gain) loss 8,065 (256) (3,848) 6,712
Benefits paid (11,393) (10,185) (3,624) (2,721)
Expenses paid (595) (543) — —
Other 167 (63) — —
Special termination benefits — 4,470 — 2,495
Benefit obligation at end of year $298,927 $280,622 $ 28,074 $ 35,933
Change in plan assets
Fair value of plan assets at beginning of year $286,308 $358,409 $ — $ —
Employer contributions 1,319 1,353 3,624 2,721
Benefits paid (11,393) (10,185) (3,624) (2,721)
Expenses paid (595) (543) — —
Investment return (25,902) (62,726) — —
Fair value of plan assets at end of year $249,737 $286,308 $ — $ —
Funded status
Funded status $(49,190) $ 35,686 $(28,074) $(35,933)
Unrecognized net loss 64,063 3,022 7,242 10,506
Prior service costs not yet recognized 5,909 7,165 (3,288) —
Unrecognized net transition obligation (3,648) (5,143) — —
Prepaid (accrued) pension cost $ 17,134 $ 10,730 $(24,120) $(25,427)
Amounts recognized in Balance Sheets
Prepaid benefit cost $ 40,884 $ 31,353 $ — $ —
Accrued benefit liability (36,738) (29,857) (24,120) (25,427)
Intangible asset 3,524 4,404 — —
Accumulated other comprehensive income 9,464 4,830 — —
Net amount recognized $ 17,134 $ 10,730 $(24,120) $(25,427)

34



Pension Benefits Health and Life Benefits

2002 2001 2000 2002 2001 2000

Net periodic pension (benefit) cost
Service cost $ 9,118 $ 7,867 $ 7,510 $ 48 $ 44§ 42
Interest cost 19,918 18,303 17,081 2,038 1,979 1,589
Expected return on assets (31,923) (31,117) (26,986) — — —
Transition (asset) obligation recognition (1,495) (1,545) (1,485) — — —
Prior service cost amortization 1,355 1,162 965 (196) — —
Net (gain) loss recognition (2,188) (3,992) (2,804) 428 101 (133)
Net periodic pension (benefit) cost (5,215) (9,322) (5,719) 2,318 2,124 1,498
One-time early retirement expense — 4,507 — — 249 —
Total, net of one-time early retirement

(benefit) expense $ (5,215) $ 4,815 $ (5,719) $2,318 $4,619 $1,498
Weighted-average assumptions as of

September 30
Discount rate 6.75% 7.25% 7.75% 6.75% 7.25% 1.75%
Long-term rate of return on plan assets 8.50% 9.50% 10.00% — — —
Rate of increase in compensation level 3.00% 5.00% 5.00% — — —

The annual increases to the salary scale changed from 5.0 percent in 2001 and 2000 to 3.0 percent in 2002, based on the company’s estimated
projections.

The projected benefit obligation, accumulated benefit obligation and fair value of plan assets for the pension plans with accumulated benefit
obligations in excess of plan assets were $(53,852), $(51,976) and $15,337, respectively, as of December 31, 2002, and $(51,874), $(48,607)
and $19,182, respectively, as of December 31, 2001. The amounts included within other comprehensive loss arising from a change in the
additional minimum pension liability, net of tax, were $(3,012) and $(1,628) in 2002 and 2001, respectively. In 2001, as a part of the corporate
realignment plan, the company offered a Voluntary Early Retirement Program (VERP) to qualifying employees, which resulted in a one-time
additional charge of $4,507 in pension and $2,495 in health and life benefits expense.

The company offers an employee 401(k) Savings Plan (Savings Plan) to encourage eligible employees to save on a regular basis by payroll
deductions, and to provide them with an opportunity to become shareholders of the company. Under the Savings Plan for the year ended
December 31, 2002, the company matched 60 percent of a participating employee’s first 3 percent of contributions and 30 percent of a
participating employee’s second 3 percent of contributions. Total company match was $6,813, $6,100 and $7,155 in 2002, 2001 and 2000,
respectively.

NOTE 13: LEASES

The company’s future minimum lease payments due under operating leases for real and personal property in effect at December 31, 2002 are as
follows:

Real Vehicles and

Expiring Total Estate Equipment
2003 $ 39,395 $16,287 $23,108
2004 33,116 13,121 19,995
2005 25,614 11,522 14,092
2006 16,842 9,620 7,222
2007 8,105 6,954 1,151
Thereafter 8,809 8,648 161
$131,881 $66,152 $65,729
— — —

Rental expense under all lease agreements amounted to approximately $44,474, $40,032 and $36,361 for 2002, 2001 and 2000, respectively.
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NOTE 14: INCOME TAXES

Income tax expense attributable to income from continuing operations consists of:

2002 2001 2000
Federal and international
Current $65,441 $ 55,155 $48,584
Deferred 11,796 (25,465) 13,266
$77,237 $ 29,690 $61,850
State and local
Current $ 6,389 $ 5,027 $ 3,373
Deferred 2,624 (1,771) 2,215
9,013 3,256 5,588
Total income tax expense $86,250 $ 32,946 $67,438
[ | | [ |

In addition to the 2002 income tax expense of $86,250, certain income tax benefits of $2,511 were allocated directly to shareholders’ equity
and $5,712 to cumulative effect of a change in accounting principle.

A reconciliation of the difference between the U.S. statutory tax rate and the effective tax rate is as follows:

2002 2001 2000

Statutory tax rate 35.0% 35.0% 35.0%
State and local income taxes, net of federal tax benefit 1.8 2.1 1.8
Exempt income a.7) 4.3) 2.6)
Insurance contracts (1.9 (1.0) (0.6)
IRS COLI settlement 7.5 — —
Other (1.2) 1.2 0.6)
Effective tax rate 39.5% 33.0% 33.0%
| | |

Deferred income taxes reflect the net tax effects of temporary differences between the carrying amount of assets and liabilities for financial
reporting purposes and the amounts used for income tax purposes. Significant components of the company’s deferred tax assets and liabilities
are as follows:

2002 2001

Deferred Tax Assets:
Postretirement benefits $21,272 $18,073
Accrued expenses 12,317 20,260
Inventory 6,834 6,595
Partnership income — 625
Realignment charges 1,553 8,099
Deferred revenue 865 867
Net operating loss carryforwards 8,451 13,286
State deferred taxes 2,838 5,462
Amortization 6,640 —
Other 15,700 15,087

76,470 88,354
Valuation allowance (1,971) (2,062)
Net deferred tax assets $74,499 $86,292

| |
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2002 2001

Deferred Tax Liabilities:

Pension $16,723 $13,375
Amortization — 1,248
Depreciation 7,467 6,551
Finance receivables 6,774 5,481
Partnership income 369 —
Other 5,466 8,957
Net deferred tax liabilities 36,799 35,612
Net deferred tax asset $37,700 $50,680

[ | [ |

At December 31, 2002, the company’s international subsidiaries had deferred tax assets relating to net operating loss carryforwards of $8,451,
$2,247 which expires in years 2004 through 2012, and $6,204 which has an indefinite carryforward period. The company recorded a valuation
allowance to reflect the estimated amount of deferred tax assets which, more likely than not, will not be realized. The valuation allowance
relates to certain international net operating losses and other international deferred tax assets.

During 2002, the company accepted an offer by the IRS to settle its previously disclosed dispute on a claim concerning the deductibility of
interest on corporate-owned life insurance from 1990 to 1998. This resulted in an after-tax charge of $26,494. As of December 31, 2002, the
company paid approximately $34,000 related to this claim and expects a refund of approximately $6,000. No other years after 1998 are subject
to this claim. Of the $26,494, net of tax charge, $14,972 ($10,454, net of tax) was charged to interest expense and $16,040 was charged to taxes
on income.

NOTE 15: COMMITMENTS AND CONTINGENCIES

At December 31, 2002, the company was a party to several lawsuits that were incurred in the normal course of business, none of which
individually or in the aggregate is considered material by management in relation to the company’s financial position or results of operations.
In management’s opinion, the financial statements would not be materially affected by the outcome of any present legal proceedings,
commitments, or asserted claims.

NOTE 16: SEGMENT INFORMATION

The company has defined its segments into its three main sales channels: Diebold North America (DNA), Diebold International (DI) and
Voting and Other, which combines several of the company’s smaller sales channels. These sales channels are evaluated based on revenues from
customers and operating profit contribution to the total corporation. A reconciliation between segment information and the Consolidated
Financial Statements is also disclosed. All income and expense items below operating profit are not allocated to the segments and are not
disclosed. Revenue by geography and revenue by product and service solution are also disclosed.

The DNA segment sells financial and retail systems and also services financial, retail and medical systems in the United States and Canada.
The DI segment sells and services financial and retail systems over the remainder of the globe. The segment called Voting and Other includes
the operating results of Diebold Election Systems, Inc. (DESI) beginning in 2002, as well as corporate administrative costs. Also included in
this segment are the results of the MedSelect business, which was sold in July 2001 as a part of the company’s realignment plan. See Note 8 for
additional information pertaining to the realignment plan. Each of the sales channels buys the goods it sells from the company’s manufacturing
plants through intercompany sales that are eliminated on consolidation, and intersegment revenues are not significant. Each year, intercompany
pricing is agreed upon, which drives sales channel operating profit contribution. As permitted under SFAS No. 131, certain information not
routinely used in the management of these segments, information not allocated back to the segments, or information that is impractical to
report, is not shown. Items not allocated are as follows: interest revenue, interest expense, equity in the net income of investees accounted for
by the equity method, income tax expense or benefit, extraordinary items, significant noncash items and total assets.

More than 90 percent of the company’s customer revenues are derived from the sale and servicing of financial systems and equipment. The
company had no customers in 2002, 2001 and 2000 that accounted for more than 10 percent of total net sales.
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2002 Segment Information by Channel
Customer revenues

Operating profit (loss)

Capital expenditures

Depreciation

Long-lived assets

2001 Segment Information by Channel
Customer revenues

Realignment, special and other charges
Operating profit (loss)

Capital expenditures

Depreciation

Long-lived assets

2000 Segment Information by Channel
Customer revenues

Operating profit (loss)

Capital expenditures

Depreciation

Long-lived assets

DNA DI Voting & Other* TOTAL
$1,124,681 $704,277 $111,205 $1,940,163
192,519 65,911 (17,261) 241,169
24,020 14,539 11,779 50,338
18,347 13,737 10,040 42,124
211,006 102,939 148,188 462,133
$1,008,500 $740,669 $ 11,128 $1,760,297
— — 89,893 89,893
156,377 68,217 (85,685) 138,909
22,103 40,987 2,394 65,484
21,139 16,473 7,841 45,453
207,344 94,468 111,241 413,053
$1,000,748 $729,878 $ 12,982 $1,743,608
185,754 67,150 (23,949) 228,955
22,063 16,290 4,341 42,694
20,405 7,235 8,261 35,901
205,165 53,810 104,518 363,493
.| I I |

* Voting revenue for 2000 of $106,535 was related to the Brazilian operations and was included in the results for DI.

Revenue by Geography

The Americas

Asia-Pacific

Europe, Middle East and Africa

Total Revenue

Total Revenue Domestic vs. International
Domestic

Percentage of total revenue
International

Percentage of total revenue

Total Revenue

2002

2001

2000

38

$1,517,374
140,856
281,933

$1,940,163

$1,220,932
62.9%

719,231
37.1%

$1,940,163

$1,337,695
110,680
311,922

$1,760,297

$ 998,945
56.7%

761,352
43.3%

$1,760,297

$1,407,210
96,666
239,732

$1,743,608

$ 992,638
56.9%

750,970
43.1%

$1,743,608



Total Revenue by Product/Service Solution

2002 2001 2000
Financial self-service:
Products $ 685921 $ 757,827 $ 688,876
Services 706,964 647,622 591,944
Total financial self-service 1,392,885 1,405,449 1,280,820
Security:
Products 202,385 150,694 146,766
Services 233,889 183,295 169,871
Total security 436,274 333,989 316,637
Total financial self-service & security 1,829,159 1,739,438 1,597,457
Voting solutions 111,004 2,131 106,535
Total excluding MedSelect & InnoVentry 1,940,163 1,741,569 1,703,992
MedSelect and InnoVentry — 18,728 39,616
Total Revenue $1,940,163 $1,760,297 $1,743,608
| | |

NOTE 17: ACQUISITIONS/DIVESTITURES

On September 30, 2002, the company finalized the asset sale of 1,200 cash dispensers that it owned and operated to Cardtronics. The
agreement included the sale of hardware and related replacement contracts. The sale resulted in a gain of $1,023, net of tax or approximately
$0.01 per share.

On July 15, 2002, the company announced the acquisition of Sersi Italia, a company specializing in multivendor customer service and closed-
circuit television monitoring of automated teller machines (ATMs) for banks and post offices throughout Italy. The purchase price was $2,000
and was paid in cash in July 2002. Goodwill and other intangibles acquired in the transaction amounted to $2,092. The results of the
acquisition, which were included in the 2002 year-end Consolidated Financial Statements, were not material.

On January 22, 2002, the company announced the acquisition of Global Election Systems, Inc. (GES), now known as Diebold Election
Systems, Inc. (DESI), a manufacturer and supplier of electronic voting terminals and solutions. GES was acquired with a combination of cash
and stock for a total purchase price of $24,667. A cash payment of $4,845 was made in January 2002 with the remaining purchase price being
paid with company stock valued at $19,822. Goodwill and other intangibles acquired in the transaction amounted to $41,029. DESI reported
revenue of $111,004 for the year ended December 31, 2002. The acquisition was accretive to earnings per share and operating profit.

On October 25, 2001, the company acquired select properties and operations of Mosler Inc. (Mosler) in the United States and Canada,
including the physical and electronic security assets, currency processing equipment, certain service and support activities, and related
properties. The acquisition was completed for approximately $33,382 including legal and professional fees. Goodwill acquired in the
transaction amounted to $14,351. The results of the acquisition, which were included in the 2001 year-end Consolidated Financial Statements,
were not material.

On April 17, 2000, the company announced the completion of its acquisition of the financial self-service assets and related development
activities of European-based Groupe Bull and Getronics NV. The businesses acquired include ATMs, cash dispensers, other self-service
terminals and related services primarily for the global banking industry. The acquisition was completed for approximately $147,600. Goodwill
that was acquired in the transaction amounted to $141,641 and was being amortized over a 20-year life. The reported revenue from the
acquisition was $148,785 for the period of April 17, 2000 through December 31, 2000.

All of the acquisitions mentioned above have been accounted for as purchase business combinations, which means the purchase prices have
been allocated to assets acquired and liabilities assumed and they are based upon their respective fair values and the excesses have been
allocated to goodwill. Effective January 1, 2002, the company no longer amortizes goodwill or other intangibles with indefinite lives due to the
adoption of SFAS No. 142, which requires such assets to be analyzed periodically for impairment.

NOTE 18: DERIVATIVE INSTRUMENTS AND HEDGING ACTIVITIES

In June 1998, the FASB issued SFAS No. 133, Accounting for Derivative Instruments and Hedging Activities, which for the company was
effective January 1, 2001. SFAS No. 133 established accounting and reporting standards requiring that every derivative instrument
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(including certain derivative instruments embedded in other contracts) be recognized on the balance sheet as either an asset or liability
measured at its fair value. SFAS No. 133 required that changes in the derivative instrument’s fair value be recognized currently in earnings
unless specific hedge accounting criteria are met. Special accounting for qualifying hedges allows a derivative instrument’s gains and losses to
partially or wholly offset related results on the hedged item in the income statement, and requires that a company must formally document,
designate and assess the effectiveness of transactions that receive hedge accounting treatment. The cumulative effect of adopting SFAS

No. 133 as of January 1, 2001 was not material to the company’s consolidated financial statements.

Since a substantial portion of the company’s operations and revenue arise outside of the United States, financial results can be significantly
affected by changes in foreign exchange rate movements. The company’s financial risk management strategy uses forward contracts to hedge
certain foreign currency exposures. Such contracts are designated at inception to the related foreign currency exposures being hedged. The
company’s intent is to offset gains and losses that occur on the underlying exposures, with gains and losses on the derivative contracts hedging
these exposures. The company does not enter into any speculative positions with regard to derivative instruments. The company’s forward
contracts generally mature within six months.

The company records all derivatives on the balance sheet at fair value. For derivative instruments not designated as hedging instruments,
changes in their fair values are recognized in earnings in the current period. Results from settling the company’s forward contracts were not

material to the financial statements as of December 31, 2002 and 2001, respectively.

The company manages its debt portfolio by using interest rate swaps to achieve an overall desired position of fixed and variable rates. In 2001,
the company entered into the following interest rate swap contracts that remained outstanding at December 31, 2002:

Interest rate swaps that relate to debt held by the company convert $50,000 notional amount from variable rates to fixed rates. The variable
rates for these contracts at December 31, 2002, based on three-month LIBOR rates, ranged from 1.40 percent to 1.89 percent versus fixed rates
of 4.36 percent and 4.72 percent. The variable rates for these contracts at December 31, 2001, ranged from 2.01 percent to 2.03 percent versus
fixed rates of 4.36 percent and 4.72 percent. These contracts mature throughout 2003.

Based on current interest rates for similar transactions, the fair value of all interest rate swap agreements is not material to the financial
statements as of December 31, 2002 and 2001.

Credit and market risk exposures are limited to the net interest differentials. The net payments or receipts from interest rate swaps are recorded
as part of interest expense and are not material to the financial statements for the years ended December 31, 2002 and 2001.

The company is exposed to credit loss in the event of nonperformance by counterparties on the above instruments, but does not anticipate
nonperformance by any of the counterparties.

NOTE 19: SUBSEQUENT EVENT

On January 23, 2003, the company announced the acquisition of Data Information Management Systems, Inc. (DIMS), one of the largest voter
registration systems companies in the United States. DIMS was purchased for $5,840 in company stock and will be integrated within DESI as a
wholly owned subsidiary.

NOTE 20: QUARTERLY FINANCIAL INFORMATION (UNAUDITED)

See “Comparison of Selected Quarterly Financial Data (Unaudited)” on page 42 of this Annual Report on Form 10-K.
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Independent Auditors’ Report on Financial Statements and Financial Statement Schedule

The Board of Directors and Shareholders
Diebold, Incorporated

We have audited the accompanying consolidated balance sheets of Diebold, Incorporated and subsidiaries (Company) as of December 31, 2002
and 2001 and the related consolidated statements of income, shareholders’ equity, and cash flows for each of the years in the three-year period
ended December 31, 2002. In connection with our audits of the consolidated financial statements, we also have audited the financial statement
schedule as listed in Item 15(a)(2) of Form 10-K of Diebold, Incorporated for each of the years in the three-year peiod ended December 31,
2002. These consolidated financial statements and financial statement schedule are the responsibility of the Company’s management. Our
responsibility is to express an opinion on these consolidated financial statements and financial statement schedule based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United States of America. Those standards require
that we plan and perform the audit to obtain reasonable assurance about whether the financial statements are free of material misstatement. An
audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements. An audit also includes
assessing the accounting principles used and significant estimates made by management, as well as evaluating the overall financial statement
presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the financial position of Diebold,
Incorporated and subsidiaries as of December 31, 2002 and 2001, and the results of their operations and their cash flows for each of the years in
the three-year period ended December 31, 2002, in conformity with accounting principles generally accepted in the United States of America.
Also, in our opinion, the related financial statement schedule, when considered in relation to the basic consolidated financial statements taken
as a whole, presents fairly, in all material respects, the information set forth therein.

As discussed in Note 1 to the consolidated financial statements, effective January 1, 2002, the Company adopted the provisions of Statement of
Financial Accounting Standards No. 142, Goodwill and Other Intangible Assets.

/sl KPMG LLP

KPMG LLP
Cleveland, Ohio
January 29, 2003
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Comparison of Selected Quarterly Financial Data (Unaudited)

(In thousands, except per share amounts)

1st Quarter 2nd Quarter 3rd Quarter 4th Quarter
2002 2001 2002 2001 2002 2001 2002 2001
Net sales $401,046  $383,854 $483,489 $423,613 $529,799 $444,627 $525,829 $508,203
Gross profit 121,071 119,219 150,992 135,751 159,553 135,944 163,022 139,913
Net income before cumulative
effect of a change in accounting
principle 26,501 7,557 39,789 27,790 44,080 14,265 21,931 17,281
Cumulative effect of a change in
accounting principle (33,147) — — — — — — —
Net income* (6,646) 7,557 39,789 27,790 44,080 14,265 21,931 17,281
Basic earnings per share:*
Income before cumulative
effect of a change in
accounting principle 0.37 0.11 0.55 0.39 0.61 0.20 0.30 0.24
Cummulative effect of a
change in accounting
principle (0.46) — — — — — — —
Net income (0.09) 0.11 0.55 0.39 0.61 0.20 0.30 0.24
Diluted earnings per share:*
Income before cumulative effect
of a change in accounting
principle 0.37 0.11 0.55 0.39 0.61 0.20 0.30 0.24
Cummulative effect of a
change in accounting
principle (0.46) — — — — — — —
Net income (0.09) 0.11 0.55 0.39 0.61 0.20 0.30 0.24

* The sums of the quarterly figures do not equal annual figures due to rounding or differences in the weighted-average number of shares
outstanding during the respective periods. First quarter 2002 results have been restated to reflect the impact of the cumulative effect of change
in accounting principle resulting from the adoption of SFAS No. 142.

See Note 20 to Consolidated Financial Statements and 5-Year Summary 2002-1998.
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Report of Management

The management of Diebold, Incorporated is responsible for the contents of the consolidated financial statements, which are prepared in
conformity with accounting principles generally accepted in the United States of America. The consolidated financial statements necessarily
include amounts based on judgments and estimates. Financial information elsewhere in the annual report is consistent with that in the
consolidated financial statements.

The Company maintains a comprehensive accounting system which includes controls designed to provide reasonable assurance as to the
integrity and reliability of the financial records and the protection of assets. An internal audit staff is employed to regularly test and evaluate
both internal accounting controls and operating procedures, including compliance with the Company’s statement of policy regarding ethical
and lawful conduct. The role of KPMG LLP, the independent auditors, is to provide an objective examination of the consolidated financial
statements and the underlying transactions in accordance with auditing standards generally accepted in the United States of America. The
report of KPMG LLP accompanies the consolidated financial statements.

The Audit Committee of the Board of Directors, composed of directors who are not members of management, meets regularly with
management, the independent auditors and the internal auditors to ensure that their respective responsibilities are properly discharged. KPMG
LLP and the Managing Director of Internal Audit have full and free independent access to the Audit Committee.

/s/ Gregory T. Geswein

Gregory T. Geswein
Senior Vice President and Chief Financial Officer

Forward-Looking Statement Disclosure

9 < 9 <

In the Company’s written or oral statements, the use of the words “believes,” “anticipates,” “expects” and similar expressions is intended to
identify forward-looking statements that have been made and may in the future be made by or on behalf of the Company, including statements
concerning future operating performance, the Company’s share of new and existing markets, and the Company’s short- and long-term revenue
and earnings growth rates. Although the Company believes that its outlook is based upon reasonable assumptions regarding the economyj, its
knowledge of its business, and on key performance indicators which impact the Company, there can be no assurance that the Company’s goals
will be realized. The Company is not obligated to report changes to its outlook. Readers are cautioned not to place undue reliance on these
forward-looking statements, which speak only as of the date hereof. The risks and uncertainties faced by the Company could cause actual
results to differ materially from those anticipated in forward-looking statements. These include, but are not limited to:

. competitive pressures, including pricing pressures and technological developments;
. changes in the Company’s relationships with customers, suppliers, distributors and/or partners in its business ventures;
. changes in political, economic or other factors such as currency exchange rates, inflation rates, recessionary or expansive trends, taxes

and regulations and laws affecting the worldwide business in each of the Company’s operations, including Brazil;

. acceptance of the Company’s product and technology introductions in the marketplace;

. unanticipated litigation, claims or assessments;

. ability to reduce costs and expenses and improve internal operating efficiencies; and

. variation in consumer demand for biometrics and self-service technologies, products and services.
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(In thousands, except per share amounts and ratios)

Operating Results

Net sales

Cost of sales

Gross profit

Selling and administrative expense

Research, development and engineering expense

In-process research and development
Operating profit

Other income (expense), net

Minority interest

Income before taxes and cumulative effect
Taxes on income

Net income (GAAP)
COLI settlement charge, net of tax

5-Year Summary 2002-1998
Diebold, Incorporated and Subsidiaries

Selected Financial Data

2002

2001

2000

1999

1998

Cumulative effect of a change in accounting principle, net of tax

(Note A)

Realignment and other charges, net of tax (Note B) —

Net income (non-GAAP)

Diluted earnings per share (GAAP)
COLI settlement charge, net of tax

Cumulative effect of a change in accounting principle, net of tax

(Note A)

Realignment and other charges, net of tax (Note B) —

Diluted earnings per share (non-GAAP)
Dividend and Common Share Data

Basic weighted-average shares outstanding
Diluted weighted-average shares outstanding
Common dividends paid

Common dividends paid per share

Year-End Financial Position
Current assets

Current liabilities

Net working capital

Property, plant and equipment, net
Total assets

Shareholders’ equity
Shareholders’ equity per share

Ratios
Pretax profit as a percentage of net sales (%)
Current ratio

Other Data
Capital expenditures
Depreciation

$1,940,163  $1,760,297  $1,743,608  $1,259,177  $1,185,707
1,345,525 1229470 1,172,568 802,365 779,457
594,638 530,827 571,040 456,812 406,250
289,582 285,404 281,408 221,393 194,535
63,887 64,245 60,677 50,507 54,215
— — — 2,050 —
241,169 138,909 228,955 186,123 106,247
(16,964) (34,173) (21,558) 16,384 15,403
(5,654) (4,897) (3,040) (1,169) (1,843)
218,551 99,839 204,357 201,338 119,807
86,250 32,946 67,438 72,482 43,659
99,154 66,893 136,919 128,856 76,148
26,494 — — — —
33,147 — — — —
73,628 — (3,261) 61,117
158,795 140,521 136,919 125,595 137,265
1.37 0.93 1.92 1.85 1.10
0.37 _ _ _ _
0.46 — — — —
1.03 — (0.05) 0.60
2.20 1.96 1.92 1.80 1.70
71,984 71,524 71,296 69,359 68,960
72,297 71,783 71,479 69,562 69,310
$ 47,528 $ 45774 $ 44271 S 41,668 $ 38,631
0.66 0.64 0.62 0.60 0.56
$ 924,888 $ 921,596 $ 804,363 $ 647,936 $ 543,548
564,962 627,188 566,792 382,407 235,533
359,926 294,408 237,571 265,529 308,015
219,633 190,198 174,946 160,724 147,131
1,625,081 1,621,083 1,585,427 1,298,831 1,004,188
940,823 903,110 936,066 844,395 699,123
13.05 12.66 13.08 11.88 10.15
11.3 5.7 11.7 16.0 10.1
1.6to 1 1.5t0 1 l4tol 17t0 1 23t01
$ 50338 $ 65484 $ 42,694 $ 40341 $ 30,768
42,124 45,453 35,901 34,709 25,649

Note A — 2002 amounts include a one-time charge of $33,147 ($0.46 per share) resulting from the adoption of SFAS No. 142, Goodwill and

Other Intangible Assets

Note B — In the second quarter of 1998, the company recorded realignment and special charges of $61,117 ($41,850 after tax or $0.60 per
diluted share). The realignment concluded as of December 31, 1999 with $3,261 of the original realignment accrual being brought
back through income. In 2001, the company recorded realignment and other charges of $109,893 ($73,628 after tax or $1.03 per

diluted share).
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Price Ranges of Common Shares

First Quarter
Second Quarter
Third Quarter
Fourth Quarter
Full Year

2002

2001

2000

High Low High Low High Low
$43.55 $35.49 $36.37 $25.75 $28.50 $21.50
41.90 35.20 33.20 25.91 32.87 25.37
37.99 30.30 40.50 29.00 31.94 24.00
41.85 30.98 41.50 34.52 34.75 22.94
43.55 30.30 41.50 25.75 34.75 21.50
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ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND FINANCIAL DISCLOSURE.
There have been no changes in accountants or disagreements with accountants on accounting and financial disclosures.

PART III.

ITEM 10. DIRECTORS AND EXECUTIVE OFFICERS OF THE REGISTRANT.

Information with respect to directors of the company is included on pages 3 through 8 of the company’s proxy statement for the 2003
Annual Meeting of Shareholders (“2003 Annual Meeting”) and is incorporated herein by reference. Refer to pages 6 through 9 of this Form 10-
K for information with respect to executive officers. Information with respect to Section 16(a) Beneficial Ownership Reporting Compliance is
included on page 7 of the company’s proxy statement for the 2003 Annual Meeting and is incorporated herein by reference.

ITEM 11. EXECUTIVE COMPENSATION.

Information with respect to executive compensation is included on pages 9 through 16 of the company’s proxy statement for the 2003
Annual Meeting and is incorporated herein by reference.

ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT.

Information with respect to security ownership of certain beneficial owners and management is included on pages 3 through 7 of the
company’s proxy statement for the 2003 Annual Meeting and is incorporated herein by reference.

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS.

The information with respect to certain relationships and related transactions set forth under the caption “Compensation Committee
Interlocks and Insider Participation” on page 8 of the company’s proxy statement for the 2003 Annual Meeting is incorporated herein by
reference.

ITEM 14. DISCLOSURE CONTROLS AND PROCEDURES.

The company evaluated the design and operation of its disclosure controls and procedures to determine whether they are effective in ensuring
that the disclosure of required information is timely made in accordance with the Exchange Act and the rules and forms of the Securities and
Exchange Commission. This evaluation was made under the supervision and with the participation of management, including the company’s
principal executive officer and principal financial officer within the 90-day period prior to the filing of this Annual Report on Form 10-K. The
principal executive officer and principal financial officer have concluded, based on their review, that the company’s disclosure controls and
procedures, as defined at Exchange Act Rules 13a-14(c) and 15d-14(c), are effective to ensure that information required to be disclosed by the
company in reports that it files under the Exchange Act is recorded, processed, summarized and reported within the time periods specified in
Securities and Exchange Commission rules and forms. No significant changes were made to the company’s internal controls or other factors
that could significantly affect these controls subsequent to the date of their evaluation.

PART IV.
ITEM 15. EXHIBITS, FINANCIAL STATEMENT SCHEDULE, AND REPORTS ON FORM 8-K.
(a) Documents filed as a part of this report.
1. The following Consolidated Financial Statements are set forth in Item 8 (“Financial Statements and Supplemental Data”) above:
» Consolidated Balance Sheets
* Consolidated Statements of Income

* Consolidated Statements of Shareholders’ Equity
* Consolidated Statements of Cash Flows

2. The following additional information for the years 2002, 2001, and 2000 is submitted herewith:
Independent Auditors’ Report on Consolidated Financial Statements and Financial Statement Schedule

SCHEDULE 1II. Valuation and Qualifying Accounts

All other schedules are omitted, as the required information is inapplicable or the information is presented in the consolidated financial
statements or related notes.
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ITEM 15. EXHIBITS, FINANCIAL STATEMENT SCHEDULE, AND REPORTS ON FORM 8-K. (continued)

3. Exhibits
3.1(1)
3.1(31)
3.2
33
4,

*10.1

* 0 10.2
*10.53)
* 0 10.5 (id)
*10.7(3)
* 0 10.731)
*10.8
*10.9
*10.10(1)
* 10.11

* 0 10.13(1)
* 10.13(ii)

Amended and Restated Articles of Incorporation of Diebold, Incorporated — incorporated by reference to Exhibit 3.1
(i) of Registrant’s Annual Report on Form 10-K for the year ended December 31, 1994. (Commission File No. 1-
4879)

Code of Regulations — incorporated by reference to Exhibit 4(c) to Registrant’s Post-Effective Amendment No. 1 to
Form S-8 Registration Statement No. 33-32960.

Certificate of Amendment by Shareholders to Amended Articles of Incorporation of Diebold, Incorporated —
incorporated by reference to Exhibit 3.2 to Registrant’s Form 10-Q for the quarter ended March 31, 1996.
(Commission File No. 1-4879)

Certificate of Amendment to Amended Articles of Incorporation of Diebold, Incorporated — incorporated by
reference to Exhibit 3.3 to Registrant’s Form 10-K for the year ended December 31, 1998. (Commission File No. 1-
4879)

Rights Agreement dated as of February 11, 1999 between Diebold, Incorporated and The Bank of New York —
incorporated by reference to Exhibit 4.1 to Registrant’s Registration Statement on Form 8-A dated February 11,
1999.

Form of Employment Agreement as amended and restated as of September 13, 1990 — incorporated by reference to
Exhibit 10.1 to Registrant’s Annual Report on Form 10-K for the year ended December 31, 1990. (Commission File
No. 1-4879)

Schedule of Certain Officers who are Parties to Employment Agreements in the form of Exhibit 10.1 — incorporated
by reference to Exhibit 10.2 to Registrant’s Annual Report on Form 10-K for the year ended December 31, 2000.
(Commission File No. 1-4879)

Supplemental Employee Retirement Plan I as amended and restated July 1, 2002 — incorporated by reference to
Exhibit 10.5(1) of Registrant’s Form 10-Q for the quarter ended September 30, 2002. (Commission File No. 1-4879)

Supplemental Employee Retirement Plan II as amended and restated July 1, 2002 — incorporated by reference to
Exhibit 10.5(i) of Registrant’s Form 10-Q for the quarter ended September 30, 2002. (Commission File No. 1-4879)

1985 Deferred Compensation Plan for Directors of Diebold, Incorporated — incorporated by reference to
Exhibit 10.7 to Registrant’s Annual Report on Form 10-K for the year ended December 31, 1992. (Commission File
No. 1-4879)

Amendment No. 1 to the Amended and Restated 1985 Deferred Compensation Plan for Directors of Diebold,
Incorporated — incorporated by reference to Exhibit 10.7 (ii) to Registrant’s Form 10-Q for the quarter ended
March 31, 1998. (Commission File No. 1-4879)

1991 Equity and Performance Incentive Plan as Amended and Restated as of February 7, 2001 — incorporated by
reference to Exhibit 4(a) to Form S-8 Registration Statement No. 333-60578.

Long-Term Executive Incentive Plan — incorporated by reference to Exhibit 10.9 of Registrant’s Annual Report on
Form 10-K for the year ended December 31, 1993. (Commission File No. 1-4879)

1992 Deferred Incentive Compensation Plan (as amended and restated) — incorporated by reference to Exhibit 10.10
(1) of Registrant’s Form 10-Q for the quarter ended September 30, 2002. (Commission File No. 1-4879)

Annual Incentive Plan — incorporated by reference to Exhibit 10.11 to Registrant’s Annual Report on Form 10-K for
the year ended December 31, 2000. (Commission File No. 1-4879)

Forms of Deferred Compensation Agreement and Amendment No. 1 to Deferred Compensation Agreement —
incorporated by reference to Exhibit 10.13 to Registrant’s Annual Report on Form 10-K for the year ended
December 31, 1996. (Commission File No. 1-4879)

Section 162(m) Deferred Compensation Agreement (as amended and restated January 29, 1998) — incorporated by
reference to Exhibit 10.13 (ii) to Registrant’s Form 10-Q for the quarter ended March 31, 1998. (Commission File
No. 1- 4879)
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ITEM 15. EXHIBITS, FINANCIAL STATEMENT SCHEDULE, AND REPORTS ON FORM 8-K. (continued)

* 0 10.14 Deferral of Stock Option Gains Plan — incorporated by reference to Exhibit 10.14 of the Registrant’s Annual Report
on Form 10-K for the year ended December 31, 1998. (Commission File No. 1-4879)

*10.15 Employment Agreement with Walden W. O’Dell — incorporated by reference to Exhibit 10.15 of Registrant’s
Annual Report on Form 10-K for the year ended December 31, 1999. (Commission File No. 1-4879)

*10.16 Separation Agreement with Gerald F. Morris — incorporated by reference to Exhibit 10.16 of Registrant’s Annual
Report on Form 10-K for the year ended December 31, 1999. (Commission File No. 1-4879)

10.17(1) Loan Agreement dated as of December 1, 1999 among Diebold, Incorporated, the Subsidiary Borrowers, the Lenders
and Bank One, Michigan as Agent — incorporated by reference to Exhibit 10.17 of Registrant’s Annual Report on
Form 10-K for the year ended December 31, 2000. (Commission File No. 1-4879)

10.17(i1) First Amendment to Loan Agreement dated as of December 1, 1999 among Diebold, Incorporated, the Subsidiary
Borrowers, the Lenders and Bank One, Michigan as Agent — incorporated by reference to Exhibit 10.17(ii) of
Registrant’s Annual Report on Form 10-K for the year ended December 31, 2000. (Commission File No. 1-4879)

10.17(iii) Second Amendment to Loan Agreement dated as of December 1, 1999 among Diebold, Incorporated, the Subsidiary
Borrowers, the Lenders and Bank One, Michigan as Agent — incorporated by reference to Exhibit 10.17(iii) of
Registrant’s Annual Report on Form 10-K for the year ended December 31, 2000. (Commission File No. 1-4879)

10.17(iv) Third Amendment to Loan Agreement dated as of March 30, 2001 among Diebold, Incorporated, the Subsidiary
Borrowers, the Lenders and Bank One, Michigan as Agent — incorporated by reference to Exhibit 10.17(iv) of
Registrant’s Form 10-Q for the quarter ended June 30, 2001. (Commission File No. 1-4879)

10.17(v) Fourth Amendment to Loan Agreement dated as of February 13, 2002 among Diebold, Incorporated, the Subsidiary
Borrowers, the Lenders and Bank One, Michigan as Agent — incorporated by reference to Exhibit 10.17 (v) of the
Registrant’s Annual Report on Form 10-K for the year ended December 31, 2001. (Commission File No. 1-4879)

10.17(vi) Fifth Amendment to Loan Agreement dated as of May 24, 2002 among Diebold, Incorporated, the Subsidiary
Borrowers, the Lenders and Bank One, Michigan as Agent — incorporated by reference to Exhibit 10.17 (vi) of the
Registrant’s Form 10-Q for the quarter ended June 30, 2002. (Commission File No. 1-4879)

*10.18(1) Retirement and Consulting Agreement with Robert W. Mahoney — incorporated by reference to Exhibit 10.18 of
Registrant’s Annual Report on Form 10-K for the year ended December 31, 2000. (Commission File No. 1-4879)

*10.18(i1) Extention of Retirement and Consulting Agreement with Robert W. Mahoney — incorporated by reference to
Exhibit 10.18(ii) of Registrant’s Form 10-Q for the quarter ended September 30, 2002. (Commission File No. 1-
4879)

*10.19 Employment Agreement with Wesley B. Vance — incorporated by reference to Exhibit 10.19 of Registrant’s Annual

Report on Form 10-K for the year ended December 31, 2000. (Commission File No. 1-4879)

10.20(1) Transfer and Administration Agreement by and among DCC Funding LLC, Diebold Credit Corporation, Diebold,
Incorporated, Receivables Capital Corporation and Bank of America, National Association — incorporated by
reference to Exhibit 10.20 (i) on Registrant’s Form 10-Q for the quarter ended March 31, 2001. (Commission File
No. 1-4879)

10.20(i1) Amendment No. 1 to the Transfer and Administration Agreement by and among DCC Funding LLC, Diebold Credit
Corporation, Diebold, Incorporated, Receivables Capital Corporation and Bank of America, National Association —
incorporated by reference to Exhibit 10.20 (ii) on Registrant’s Form 10-Q for the quarter ended March, 31, 2001.
(Commission File No. 1-4879)

21. Subsidiaries of the Registrant.

23. Consent of Independent Auditors.

24. Power of Attorney.

99.1 Certification of Principal Executive Officer Pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, 18 U.S.C.

Section 1350.

99.2 Certification of Principal Financial Officer Pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, 18 U.S.C.
Section 1350.

*Reflects management contract or other compensatory arrangement required to be filed as an exhibit pursuant to Item 15(c) of this report.
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ITEM 15. EXHIBITS, FINANCIAL STATEMENT SCHEDULE, AND REPORTS ON FORM 8-K. (concluded)

(b)  Reports on Form 8-K.

Registrant filed a Form 8-K on December 6, 2002 regarding its intent to settle a dispute with the IRS concerning the deductibility of
interest on corporate owned life insurance.

(c)  Refer to page 55 of this Form 10-K for an index of exhibits to this Form 10-K.

(d) Refer to page 41 of this Form 10-K for information concerning the Independent Auditors’ Report on Consolidated Financial Statements
and Financial Statement Schedule and page 54 of this Form 10-K for Schedule II — Valuation and Qualifying Accounts.
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the Registrant has duly caused this report to be
signed on its behalf by the undersigned, thereunto duly authorized.

DIEBOLD, INCORPORATED

February 28, 2003 By: /s/ Walden W. O’Dell

Date Walden W. O’Dell
Chairman of the Board, President
and Chief Executive Officer

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by the following persons on behalf of
the Registrant and in the capacities and on the dates indicated.

Signature Title Date

/s/ Walden W. O’Dell Chairman of the Board, President, February 28, 2003
Chief Executive Officer and

Walden W. O’Dell Director (Principal Executive
Officer)

/s/ Gregory T. Geswein Senior Vice President and Chief February 28, 2003
Financial Officer (Principal

Gregory T. Geswein Accounting and Financial
Officer)

/s/ Louis V. Bockius III Director February 28, 2003

Louis V. Bockius III

* Director February 28, 2003

Christopher M. Connor

/s/ Richard L. Crandall Director February 28, 2003

Richard L. Crandall

/s/ Gale S. Fitzgerald Director February 28, 2003

Gale S. Fitzgerald

* Director February 28, 2003

Donald R. Gant

/s/ L. Lindsey Halstead Director February 28, 2003

L. Lindsey Halstead

* Director February 28, 2003

Phillip B. Lassiter

* Director February 28, 2003

John N. Lauer
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Signature Title Date

* Director February 28, 2003

William F. Massy

* Director February 28, 2003

Eric J. Roorda

/s/ W .R. Timken, Jr, Director February 28, 2003

W. R. Timken, Jr.
* The undersigned, by signing his name hereto, does sign and execute this Annual Report on Form 10-K pursuant to the Powers of Attorney
executed by the above-named officers and directors of the Registrant and filed with the Securities and Exchange Commission on behalf of

such officers and directors.

Dated: February 28, 2003 *By: /s/ Gregory T. Geswein

Gregory T. Geswein, Attorney-in-Fact

DIEBOLD, INCORPORATED AND SUBSIDIARIES
FORM 10-K
CERTIFICATIONS

I, Walden W. O’Dell, Chairman of the Board, President and Chief Executive Officer, certify that:

1. Thave reviewed this annual report on Form 10-K of Diebold, Incorporated;

2. Based on my knowledge, this annual report does not contain any untrue statement of a material fact or omit to state a material fact
necessary to make the statements made, in light of the circumstances under which such statements were made, not misleading with
respect to the period covered by this annual report;

3. Based on my knowledge, the financial statements, and other financial information included in this annual report, fairly present in all
material respects the financial condition, results of operations and cash flows of the Registrant as of, and for, the periods presented in
this annual report;

4. The Registrant’s other certifying officers and I are responsible for establishing and maintaining disclosure controls and procedures
(as defined in Exchange Act Rules 13a-14 and 15d-14) for the Registrant and have:

a) designed such disclosure controls and procedures to ensure that material information relating to the Registrant,
including its consolidated subsidiaries, is made known to us by others within those entities, particularly during
the period in which this annual report is being prepared;

b) evaluated the effectiveness of the Registrant’s disclosure controls and procedures as of a date within 90 days
prior to the filing date of this annual report (the “Evaluation Date”); and

c) presented in this annual report our conclusions about the effectiveness of the disclosure controls and
procedures based on the evaluation as of the Evaluation Date;

5. The Registrant’s other certifying officers and I have disclosed, based on our most recent evaluation, to the Registrant’s auditors and
the audit committee of Registrant’s board of directors (or persons performing the equivalent function):

a) all significant deficiencies in the design or operation of internal controls which could adversely
affect the Registrant’s ability to record, process, summarize and report financial data and have
identified for the Registrant’s auditors any material weaknesses in internal controls; and
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DIEBOLD, INCORPORATED AND SUBSIDIARIES
FORM 10-K
CERTIFICATIONS (continued)

b) any fraud, whether or not material, that involves management or other employees who have a
significant role in the Registrant’s internal controls; and

The Registrant’s other certifying officers and I have indicated in this annual report whether there were significant changes in internal
controls or in other factors that could significantly affect internal controls subsequent to the date of our most recent evaluation,
including any corrective actions with regard to significant deficiencies and material weaknesses.

Date: February 28, 2003

DIEBOLD, INCORPORATED
(Registrant)

By: /s/ Walden W. O’Dell

Walden W. O’Dell

Chairman of the Board, President and
Chief Executive Officer (Principal
Executive Officer)

I, Gregory T. Geswein, Senior Vice President and Chief Financial Officer, certify that:

I have reviewed this annual report on Form 10-K of Diebold, Incorporated;

Based on my knowledge, this annual report does not contain any untrue statement of a material fact or omit to state a material fact
necessary to make the statements made, in light of the circumstances under which such statements were made, not misleading with
respect to the period covered by this annual report;

Based on my knowledge, the financial statements, and other financial information included in this annual report, fairly present in all
material respects the financial condition, results of operations and cash flows of the Registrant as of, and for, the periods presented in
this annual report;

The Registrant’s other certifying officers and I are responsible for establishing and maintaining disclosure controls and procedures
(as defined in Exchange Act Rules 13a-14 and 15d-14) for the Registrant and have:

d) designed such disclosure controls and procedures to ensure that material information relating to the Registrant,
including its consolidated subsidiaries, is made known to us by others within those entities, particularly during
the period in which this annual report is being prepared;

e) evaluated the effectiveness of the Registrant’s disclosure controls and procedures as of a date within 90 days
prior to the filing date of this annual report (the “Evaluation Date”); and

f) presented in this annual report our conclusions about the effectiveness of the disclosure controls and
procedures based on the evaluation as of the Evaluation Date;

The Registrant’s other certifying officers and I have disclosed, based on our most recent evaluation, to the Registrant’s auditors and
the audit committee of Registrant’s board of directors (or persons performing the equivalent function):

c) all significant deficiencies in the design or operation of internal controls which could adversely
affect the Registrant’s ability to record, process, summarize and report financial data and have
identified for the Registrant’s auditors any material weaknesses in internal controls; and
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DIEBOLD, INCORPORATED AND SUBSIDIARIES
FORM 10-K
CERTIFICATIONS (concluded)

d) any fraud, whether or not material, that involves management or other
employees who have a significant role in the Registrant’s internal controls; and

6.  The Registrant’s other certifying officers and I have indicated in this annual report whether there were significant changes in internal
controls or in other factors that could significantly affect internal controls subsequent to the date of our most recent evaluation,
including any corrective actions with regard to significant deficiencies and material weaknesses.

Date: February 28, 2003

DIEBOLD, INCORPORATED
(Registrant)

By: /s/ Gregory T. Geswein

Gregory T. Geswein

Senior Vice President and Chief
Financial Officer (Principal Accounting
and Financial Officer)
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SCHEDULE II — VALUATION AND QUALIFYING ACCOUNTS

YEARS ENDED DECEMBER 31, 2002, 2001 AND 2000

Year ended December 31, 2002
Allowance for doubtful accounts
Year ended December 31, 2001
Allowance for doubtful accounts
Year ended December 31, 2000
Allowance for doubtful accounts

Balance at
beginning

Balance
at end

of year Additions Deductions of year
$7,054,446 $7,978,409 $7,082,560 $7,950,295
$12,092,712 $10,425,245 $15,463,511 $7,054,446
$9,220,753 $9,662,685 $6,790,726 $12,092,712
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